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34-15249 AMENDMENT TO REGULATIONS GOV- 
ERNING DELEGATION OF AUTHORITY 
TO THE DIRECTOR OF THE DIVISION 
OF MARKET REGULATION TO AP- 
PROVE AMENDMENTS TO THE JOINT 
INDUSTRY PLAN GOVERNING THE 
CONSOLIDATED TRANSACTION RE- 
PORTING SYSTEM 


PROPOSED AMENDMENTS TO RULE 
GOVERNING THE COLLECTION AND 
DISSEMINATION OF TRANSACTION 
REPORTS AND LAST SALE DATE IN 
LISTED SECURITIES [File No. S7-758— 
Comment Period Expires December 15, 


PROPOSED RULE WHICH IS DE- 
SIGNED TO IMPROVE THE MANNER IN 
WHICH TRANSACTION REPORTS AND 
QUOTATION INFORMATION ARE DIS- 
PLAYED BY VENDORS OR SECURI- 
TIES INFORMATION [File No. S7-759— 
Comment Period Expires December 15, 


IC-10453 ADOPTION OF NEW RULE THAT DE- 
SIGNATES THE FEDERAL RESERVE/ 
TREASURY BOOK-ENTRY SYSTEM AS 
A PERMITTED SECURITIES DEPOSI- 
TORY FOR INVESTMENT COMPANY 
SECURITIES AND STATES THE CON- 
DITIONS UNDER WHICH REGISTERED 
MANAGEMENT INVESTMENT COM- 
PANIES OR QUALIFIED CUSTODIANS 
MAY DEPOSIT INVESTMENT COM- 
PANY SECURITIES IN A SECURITIES 
DEPOSITORY 
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SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15243A/October 26, 1978 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Suite 507 * 

1150 Connecticut Avenue, N.W. 

Washington, D.C. 20036 


(SR-MSRB-78-10) 


CORRECTION OF ORDER APPROVING AMENDED 
PROPOSED RULE CHANGE 


In FR Doc. 78-30172 appearing at page 49870 in the 
Federal Register of October 25, 1978, the Commission 
approved an amended proposed rule change filed by the 
Municipal Securities Rulemaking Board (the “MSRB”). 
The amended proposed rule change altered the MSRB’s 
interdealer uniform practice rule, MSRB rule G-12, to 
provide that delivery of municipal securities for which a 
notice of call has been published for less than the entire 
issue on or prior to the delivery date, as opposed to trade 
date, does not constitute good delivery unless the 
securities are identified as “called” at the time of trade. 
in announcing that approval, Securities Exchange Act 
Release No. 15243 (October 19, 1978) failed to indicate 
that the amended proposed rule change is effective with 
respect to transactions occurring on or after October 26, 
1978. The order should read “IT IS THEREFORE 
ORDERED, pursuant to Section 19(b)(2) of the Act, that 
the above-mentioned proposed rule change be, and it 
hereby is, approved effective with respect to 
transactions occurring on or after October 26, 1978.” 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15249/October 20, 1978 


DELEGATION OF AUTHORITY TO THE DIRECTOR OF 
THE DIVISION OF MARKET REGULATION 


AGENCY: Securities and Exchange Commission. 
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ACTION: Final rule. 


SUMMARY: The Commission is amending its 
regulations governing delegation of authority to 
delegate authority to the Director of the Division of 
Market Regulation to approve amendments to the joint 
industry plan governing the consolidated transaction 
reporting system. 


EFFECTIVE DATE: October 20; 1978. 


FOR FURTHER INFORMATION CONTACT: Stephen 
L. Parker, Division of Market Regulation, Room 391, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549 (202) 755-8949. 


SUPPLEMENTARY INFORMATION: The Commission 
is amending its regulations governing delegation of 
authority with respect to the Securities Exchange Act of 
1934 (15 U.S.C. 78a et seq.) to delegate authority under 
Rule 17a-15 (17 CFR §240.17a-15) to the Director of the 
Divsion of Market Regulation to approve amendments to 
the joint industry plan governing the consolidated 
transaction reporting system declared effective by the 
Commission on May 10, 1974, pursuant to such Rule. 


Accordingly, 17 CFR 200.30-3 is amended by adding a 
new paragraph (a)(27) as follows: 


§200.30-3 Delegation of authority to Director of 
Division of Market Regulation. 


* * * 


(28) Toapprove amendments to the joint industry plan 
governing the consolidated transaction reporting 
system declared effective by the Commission on May 
10, 1974, pursuant to Rule 17a-15. 


* * * 


The Commission finds, in accordance with the 
Administrative Procedure Act (5 U.S.C. 553(b)(3)(B)), 
that the foregoing amendment relates solely to agency 
organization, procedure or practice and that notice and 
procedure pursuant to the Administrative Procedure Act 
are therefore not necessary and that such amendment 
shall be adopted, effective immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 15250/October 20, 1978 


COLLECTION AND DISSEMINATION OF TRANSAC- 
TION REPORTS 


AGENCY: Securities and Exchange Commission. 
ACTION: Proposed rule amendments. 


SUMMARY: The Commission proposes to amend its 
rule governing the collection and dissemination of 
transaction reports and last sale data in listed 
securities. The proposal, if adopted, would restate that 
rule in revised format, would add explicit procedures for 
amending transaction reporting plans filed with and 
declared effective by the Commission pursuant to the 
Rule and would provide that no national securities 
exchange may prohibit retransmission of the entire data 
stream of transaction reports on a current and 
continuous basis for the purpose of creating a moving 
ticker display. 


DATES: Comments should be submitted on or before 
December 15, 1978. 


ADDRESSES: Persons wishing to submit written 
views data and arguments should file ten copies thereof 
with George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Room 892, 500 North Capitol 
Street, Washington, D.C. 20549. All submissions 
should refer to File No. 758 and will be available for 
public inspection at the Commission’s Public Reference 
Room, Room 6101, 1100 L Street, N.W., Washington, 
D.C. 


FOR FURTHER INFORMATION CONTACT: Brandon 
Becker, Division of Market Regulation, Securities and 
Exchange Commission, Room 303, 500 North Capitol 
Street, Washington, D.C. 20549 (202) 755-8748. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission announced today that it has 
proposed to amend Rule 17a-15 (17 CFR §240.17a-15) 
under the Securities Exchange Act of 1934 (15 U.S.C. 
§§78a et seq., as amended by Pub. L. No. 94-29 (June 4, 
1975)) (the “Act”) which currently governs the manner of 
collection and dissemination of last saie information 
with respect to securities listed or admitted to unlisted 
trading privileges on national securities exchanges 
(“exchanges”). The proposed amendments would 
restate the Rule in a revised format, redesignate the 
Rule as Rule 11A3-1 under the Act (17 CFR 
§240.11Aa3-1), add explicit procedures governing the 
amendment of transaction reporting plans filed with an 

declared effective by the Commission pursuant to the 
Rule and would provide that no exchange or national 
securities association (“association”) may prohibit 
retransmission of the entire data stream of transaction 


reports contained in the consolidated transaction 
reporting system (“consolidated system”) on a current 
and continuous basis for the purpose of creating a 
continuous moving ticker display (“moving ticker”). In 
addition, those provisions of Rule 17a-15 which 
currently govern the display of last sale reports would be 
relocated in a separate rule (Proposed Rule 11Ac1-2) 
being proposed simultaneously with these proposed 
amendments, which would set forth further 
requirements specifying the manner in which price and 
volume information with respect to completed 
securities transactions (‘transaction reports”), data 
contained in transaction reports (“last sale data”) and 
quotation information are displayed by vendors of 
market information. 


|. Background 


The concept of a consolidated transaction reporting 
system, presenting last sale data from all markets in a 
single data stream, was first proposed by the 
Commission in its February 2, 1972, Statement on the 
Future Structure of the Securities Markets.2 Soon after 
the release of that statement, the Commission 
published Rule 17a-15 for public comment. Following 
the initial comment period, the Rule was republished for 
further comment in August, 1972,4 and adopted in 
November of that year.° The Rule as adopted required 
every exchange and association, and every broker-deal- 
er who was not an exchange or association member and 
who effected transactions in listed securities which 
were not reported by an exchange or association 
pursuant to the Rule, to file with the Commission a plan 
providing for the collection, processing and 
dissemination of last sale reports in securities 
registered or admitted to unlisted trading privileges on 
an exchange. The Rule also provided that, after a certain 
date, no exchange, association or broker-dealer subject 
to its provisions could make available last sale data on 
a current and continuing basis except pursuant to such 
a plan declared effective by the Commission. 





1 See Securities Exchange Act Release No. 15251 
(October 20, 1978) (the “Proposed Rule 11Ac1-2 
Release’”’). 


2 37 FR 5286. 


3 Securities Exchange Act Release No. 9530 (March 8, 
1972), 37 FR 5761. See Commission File No. S7-433. 


4 Securities Exchange Act Release No. 9731 (August 14, 
1972), (the “Second Proposal Release”) 37 FR 19148. 


5 Securities Exchange Act Release No. 9850 (November 
8, 1972), (the “Adopting Release”) 37 FR 24172. 
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After some delay,® the New York Stock Exchange, Inc. 
(“NYSE”), American Stock Exchange, Inc. (“Amex”), 
Midwest Stock Exchange, Inc. (“MSE”), Pacific Stock 


Exchange, Inc. (“PSE”), PBW Stock Exchange, Inc., 


(predecessor to the Philadelphia Stock Exchange, Inc.) 
(“Phix”) and the National Association of Securities 
Dealers, Inc. (“NASD”) filed a joint industry plan (the 
“Joint Industry Plan” or the “Plan’’) with the 
Commission on March 2, 1973.‘ The Commission 
solicited public comment on the Pian,8 twice published 
its own comments? and declared the Plan effective in 
May 1974.10 


The Plan provided for the creation of an unincorporated 
association called the Consolidated Tape Association 
(“CTA”) to administer the Plan and the employment of 
the Securities Industry Automation Corporation 
(“SIAC”) as the initial processor of the consolidated 
system contemplated by the Plan. A pilot phase of the 
consolidated system in a limited number of securities 
began operation on October 18, 1974, and, on July 16, 
1975, Network A1! was fully implemented on a low 





6 See Securities Exchange Act Release Nos. 9924 
(January 3, 1973) and 9981 (February 2, 1973), 38 FR 
1121 and 3591. 


7 The Boston Stock Exchange, Inc. (“BSE”), Cincinnati 
Stock Exchange (“CSE”), Detroit Stock Exchange, 
(“DSE”) (which ceased operations on June 30, 1976) and 
Institutional Networks Corporation (“Instinet”) subse- 
quently filed plans with the Commission. These plans 
were declared effective by the Commission upon the 
condition that each entity operate under the Plan as 
“other reporting parties.” Securities Exchange Act 
Release No. 11255 (February 18, 1975), 40 FR 8397. The 
Intermountain and Spokane Stock Exchanges have been 
granted exemptions from the reporting requirements of 
the Rule. Securities Exchange Act Release Nos. 11385 
(April 30, 1975) and 14651 (April 11, 1978), 40 FR 19888 
and 43 FR 16582. 


8 Securities Exchange Act Release No. 10026 (March 5, 
1973), 38 FR 6443. 


2 Securities Exchange Act Release Nos. 10218 (June 13. 
1973) (the “First Plan Release”) and 10671 (March 8, 
1974) (the “Second Plan Release’’), 38 FR 15999 and 39 
FR 10034. 


10 Securities Exchange Act Release No. 10787 (May 10, 
1974) (the “Approval Release”), 39 FR 17799. 


11 The Plan provides that the consolidated system 
consist of two discrete data streams, Network A and 
Network B. Network A reports transactions in Securities 
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speed basis.12 After several postponements, 13 the 
entire system became fully operational on April 30, 
1976. 


In the interest of assuring that the consolidated system 
commence operations without undue delay, the 
Commission approved the Plan and the implementation 
of the system without having fully resolved certain 
issues relating to the Plan. For example, during the 
comment period following the filing of the Plan, the 
Commission raised concerns regarding Plan amend- 
ment procedures which were not adequately addressed 
in the Plan.14 In addition, as a result of its review of the 
operation of the consolidated system over the past two 
years, the Commission believes that certain 
adjustments are necessary to conform the operation of 
the system with the Commission’s overall efforts to 
facilitate the establishment of a national market 
system. 


ll. Proposed Rule 11Aa3-1 


Proposed Rule 11Aa3-1 constitutes a restatement and 





listed on the NYSE and Network B reports transactions 
in securities listed or admitted to unlisted trading 
privileges on the Amex as well as certain securities 
traded on participating regional exchanges. See note 63 
infra for a description of the particular securities 
included within the system. 


12 Prior to April 30, 1976, all last sale data was 
disseminated over low speed data transmission lines at 
900 characters per minute, the rate at which characters 
are displayed on moving ticker displays. Since April 30 
1976, last sale data with respect to both Network A and 
Network B securities has also been disseminated over 
high speed data transmission lines; interrogation 
devices which are supplied data over these lines remain 
current not withstanding delays in the low speed lines. : 
See note 55. 


13 See Securities Exchange Act Release No. 11273 
(March 3, 1975), 40 FR 11389. 


14 See the First Plan Release, supra noteQ, at 2-3, 38 FR 
15999 and the Second Plan Release, supra note 9, at 2-3, 
39 FR 10034. 


15 On January 26, 1978, the Commission issued a 
statement setting forth its views as to those initiatives 
which should be taken over the next year to facilitate the 
establishment of a national market system. One of the 
initiatives discussed in that statement was the 
consideration of certain changes in the consolidated 
system. See Securities Exchange Act Release No. 14416 
(January 26, 1978) (the “Market Structure Statement”), 
43 FR 4354. 





amendment of those portions of Rule 17a-15 which deal 
with the filing and approval of transaction reporting 
plans. The proposed amendment retains the basic 
regulatory approach of Rule 17a-15; it would require all 
exchanges and associations and non-member brokers 
or dealers trading in reported securities to file plans for 
collecting, processing and making available transaction 
reports in reported-securities. Since the proposal would 
amend Rule 17a-15, any plans previously filed and 
declared effective under that Rule, any amendments 
thereto and any Commission action with respect to such 
plans or amendments would remain in effect without 
further action by the Commission. 


The proposed amendment differs from the existing rule 
in two respects. First, the proposal sets forth 
procedures for amending transaction reporting plans 
filed under the Rule. Secondly, the proposal contains a 
provision which would preclude any transaction 
reporting plan from prohibiting retransmission of the 
entire data stream of transaction reports for purposes fo 
providing a moving ticker display. In addition to these 
substantive distinctions, proposed Rule 11Aa3-1 has 
been drafted to reflect changes in the Act resulting from 
the Securities Acts Amendments of 1975 (the “1975 
Amendments”). 17 


A. The 1975 Amendments 


Rule 17a-15 was proposed and adopted in 1972 under 
Section 17 of the Act pursuant to authority granted in 
Sections 10(b), 15(c), 17(a) and 23(a) of the Act. 18 Prior 
to the adoption of the 1975 Amendments, there existed 
some controversy as to the Commission’s authority 
under the Act to require the implementation of the 
consolidated system or to regulate the manner in which 
vendors of market information disseminated and 
displayed transaction reports. ! 





16 However, those provisions of the Plan prohibiting 
retransmission of data for purposes of creating a 
moving ticker display would be modified by paragraph 
(e) of proposed Rule 11Aa3-1. 


17 Pub. L. 94-29 (June 4, 1975). 


18 See the Adopting Release, supra note 5, at 2, 37 FR 
24173. 


19Certain exchanges, in responding to the proposal of 
the Rule, challenged the Commission’s authority to 
adopt the Rule under the provisions of the Act cited by 
the Commission; they argued that the Commission’s 
sole authority over last sale reports, at that time, rested 
in Section 19(b) of the Act and, therefore, the consoli- 
dated system would be required to be implemented 
pursuant to the procedures set forth in that Section of 
the Act. 


The legislative history of the 1975 Amendments 
indicates that the Amendments were in part designed to 
eliminate any uncertainty over the Commission’s 
regulatory power with respect to the dissemination of 
last sale or quotation information. The Senate 
Committe on Banking, Housing and Urban Affairs, in its 
Report to Accompany S. 249, © stated that: 


arguments about the SEC’s authority are not 
in the best interest of investors or the 
industry, for they can only result in 
substantial delays in implementing the 
communications systems necessary for the 
national market system. S.249 is designed to 
make the SEC’s authority over such systems 
and the operations of a national market 
system clear. 


Because the 1975 Amendments now place explicit 
Commission authority to regulate the consolidated 
system in Section 11A of the Act, the Commission has 
determined, in conjunction with its consideration of 
ways of improving the operation of the consolidated 
system, to propose its amendments to Rule 17a-15 
under Section 11A of the Act as well as the other 
sections of the Act previously cited as authority for 
that Rule, and to renumber the Rule under that Section. 


In addition to consolidating and explicitly stating the 
Commission’s power to regulate the dissemination and 
use of last sale and quotation information, the 1975 
Amendments also include certain provisions which 
render portions of Rule 17a-15 either unnecessary or 
inappropriate. For example, Rule 17a-15, as amended 
in 1974,22 contains procedures permitting any person 
who is denied or limited access to last sale reports 
disseminated pursuant to an effective plan to appeal 
such action to the Commission.*Y This provision is 
redundant and in some technical respects inconsistent 





20 s. 249 contained provisions which were the basis for 
Section 11A of the Act. 


21 Senate Comm. on Banking, Housing and Urban 
Affairs, Report to Accompany S.249, S. Rep. No. 94-75, 
94th Cong., 1st Sess. 3(1975) (the “Senate Report”), at 
9. 


22 See Securities Exchange Act Release No. 11097 
(November 13, 1974), 39 FR 40941. 


23 See Rule 17a-15(i). 
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with the extensive procedures set forth in Section 
11A(a)(5) of the Act which govern denial or limitation of 
access by registered securities information proces- 
sors. Similarly, Rule 17a-15 indirectly imposes 
certain minimal display standards on vendors of 
market information by requiring that any plan filed pur- 
suant to the Rule impose these display standards on 
vendors. This indirect procedure was used because, 
prior to the adoption of the 1975 Amendments, the 
Commission did not directly regulate securities 
information processors. However, Section 11A(c)(1) 
now provides the Commission with plenary authority to 
regulate the manner in which vendors display trans- 
action reports. 5 In addition, Rule 17a-15 is limited in 
its application to “securities registered or admitted to 
unlisted trading privileges on an exchange,”“° whereas 
Section 11A(a)(2) permits the Commission to 
designate any security (other than an exempted 
wanes qualified for trading in the national market 
system. 7 Proposed Rule 11Aa3-1 has been revised to 
reflect these and other changes in the regulatory struc- 
ture of the Act. 


B. Retransmission 


The term “retransmission” refers to the communi- 
cations process by which the entire data stream of 
transaction reports disseminated through the consoli- 
dated system would be received by a vendor and 
retransmitted to its subscribers as a moving ticker dis- 
play.28 





24 For example, Section 11A(b)(5)(A) of the Act is 
substantively identical to Rule 17a-15(i)(1) and (2) with 
the exception that the statute requires registered 
securities information processors to file initially with 
the Commission a notice of denial and also permits the 
Commission to grant stays summarily. However, 
because the provisions of Rule 17a-15(i) are somewhat 
broader in scope than the provisions of Section 
11A(b)(5), these procedures have been retained in the 
proposal in modified form. 


25 See Section 11A(c)(1)(A) and (B). These display 
requirements, currently contained in Rule 17A-15, 
would be relocated in proposed Rule 11Ac1-2 which is 
being proposed simultaneously with these amend- 
ments. See Proposed Rule 11Ac1-2 Release, supra note 
1. 


26 Rule 17a-15(a). 


27 See Market Structure Statement, supra note 15, at 
45-46, 43 FR 4360-61. 


28 The term “retransmission” as used in this Release 
should not be confused with the use of that term in the 
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While Rule 17a-15 does not address 
retransmission, the Joint Industry Plan 
provides: 


Vendors will not be permitted to retransmit 
on a continuous basis the consolidated iast 
sale prices received by them, except as may 
be incidental to the operation of approved 
interrogation devices or display devices. 


The Commission believes that the retransmission 
prohibition may have an anticompetitive impact on 
vendors of securities information which is not 
necessary or appropriate in furtherance of the purposes 
of the Act. Accordingly, the Commission has proposed 
to include a provision in Rule 11Aa3-1 which would 
eliminate the retransmission prohibition contained in 
the Plan as of March 1, 1979.90 However, in order to 
assure the continued availability of transaction 
information in accordance with the objectives of the 
Act, the Commission proposes to permit any exchange, 
association or person authorized to implement or 
administer a plan under the Rule to condition 
retransmission upon appropriate undertakings by a 
vendor to assure that (i) subscriber charges for the 
receipt of transaction reports on moving ticker displays 
are collected; (ii) transactions reports which are 
retransmitted for display in moving tickers are displayed 
at substantially the same rate and time as reports 
directly disseminated by the exchange, association or 





Commission’s recent proceedings /n the Matter of 
Bunker Ramo Corporation, GTE Information Systems 
Incorporated and Options Price Reporting Authority 
announced in Securities Exchange Act Release No. 
14784 (May 19, 1978), 43 FR 22469. In that proceeding, 
the term “retransmission” referred to a feature provided 
by the processor for the Options Price Reporting 
Authority whereby a vendor can identify and recapture 
messages which have not been sent properly as a result 
of a malfunction in the processor's computer or 
transmission facilities or which, while transmitted by 
th.e central processor, have (1) been lost or garbled 
through interference on the communications circuit, or 
(2) not been received properly as a result of a breakdown 
in the vendor’s equipment. /d. n. 3. 


29 Section VIII(a) and (b) of the Plan. See Section V(c) of 
the Plan which provides that last sale information made 
available to vendors by the processor shall be “for the 
purpose of servicing approved interrogation devices. . . 
and not for the purposes of furnishing a ticker display.” 


30 See proposed Rule 11Aa3-1(e). 





plan processor; and (iii) the vendor maintains 
procedures and facilities sufficient to ensure the 
accurate and reliable display of transaction reports. 


1. Background. Prior to ihe impiemeniation of the 
consolidated system, the NYSE and Amex each 
operated and maintained a nationwide network of 
telecommunication lines leased from Western Union 
(“ticker network”) supplying, on an exclusive basis, all 
last sale data displayed on moving tickers. Securities 
information processors were permitted to use this 
information to create a data base from which 
subscribers could, upon separate inquiry, recall market 
information over the vendor’s proprietary communica- 
tion lines for display in interrogation devices. However, 
thé exchanges required that any moving ticker, whether 
displayed in an interrogation device or on a separate 
wall unit, be supplied data directly from the ticker 
network. 


Vendors of securities information were not then 
required to pay the NYSE or Amex for the receipt of last 
sale data displayed on moving tickers or through 
interrogation devices;”' however, subscribers of the 
vendors were required to pay a fee directly to the NYSE 
and Amex in addition to the charges imposed by 
vendors for particular display units. 2 Prior to 1968, the 
exchanges’ fee were assessed on a geographic basis, 
according to the distance of the subscriber from New 
York City. However, in 1968, this practice was altered to 
provide that exchange fees be imposed on a 
geographically uniform basis throughout the United 
States. Fees were assessed for each display device 

and were based upon the amount of equipment and 
services provided by the exchanges. The highest fee 
was for receipt of last sale reports through a ticker tape 
device furnished by an exchange (with data supplied 
through the ticker network); a lesser charge was 
imposed if last sale reports were to be displayed on a 
moving ticker leased from a vendor either on a separate 
wall unit or through an interrogation device (with data 
supplied through the ticker network); the smallest 
charge was for the receipt of transaction information, 
upon separate inquiry, through an interrogation device 





31 Currently, vendors are required to pay the CTA for the 
receipt of data over high speed data transmission lines. 


32 Persons wishing to receive an actual printed ticker 
tape could, however, lease the printer directly from the 
NYSE or Amex. 


33 However, charges were reduced for multiple devices 
at a single location. 


to which data was + oe over the vendor’s proprietary 
transmission lines. 


In response to the publication of both proposed 
versions of Rule 17a-15, the Commission received 
commentary?9 requesting that the exchanges be 
permitted to maintain their uniform charges and that the 
rule specifically include a retransmission prohibition in 
order to assure the collection of these fees and thereby 
the viability of the ticker network. In the second 
proposal of the Rule and in the version adopted, the 
Commission included a provision expressly permitting 
the maintenance of this fee structure. Rule 17a-15(f) 
provides: 


Nothing in this section shall preclude any 
exchange or association, separately or 
jointly: (1) From imposing reasonable, 
uniform charges (irrespective of geographic 
location) for distribution of last sale reports; 
nor (2) from requiring any vendor which 
distributes or displays last sale reports to 
make the last sale reports it distributes or 
displays available to all qualified subscribers 
throughout the continental United States 
and to impose uniform charges on its 
subscribers (irrespective of geographic 
location). 


While declining to include a retransmission prohibition 
in the Rule, the Commission did not raise any objection 
to its inclusion in the Plan: 


In not objecting to the Plan’s limitations on 
retransmission, the Commission recognized 
that the principal effect of this provision 
would be to maintain in the self-regulatory 
bodies (through the CTA) the control that the 
primary exchanges currently exercise over 
their own ticker distribution networks. 
Independent vendors would be able to 
engage in the distribution of last sale data via 
monitoring or interrogation devices and to 
market equipment for the display of data via 
a ticker; however, they would not be 
permitted to distribute a continuous stream 
of data for ticker display purposes. This 
function would remain the sole prerogative 
of the CTA.36 





34 if an interrogation device was capable of displaying a 
moving ticker two fees were assessed: one for the 
moving ticker and one for the interrogation device itself. 


35 See File No. $7-433. 


36 Second Plan Release, supra note 9, at 8-9. 
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In support of its retransmission position, the 
Commission identified four potentially harmful effects 
from eliminating the prohibition. First, it was felt that 
the loss of geographically uniform charges for ticker 
information, because vendors would be free to charge 
rates differing from the CTA’s for supplying ticker 
displays, could impede the dissemination of last sale 
data to distant locations, thereby having anti-competi- 
tive effects on brokers in those areas. Second, because 
vendors would presumably concentrate their marketing 
efforts on easily accessible urban areas thereby leaving 
distribution to remote areas to the CTA, the CTA would 
be forced to increase its general level of charges which 
might threaten the entire financial viability of the ticker 
network.9? Third, concerns were raised that there might 
be a deterioration of ticker reliability because vendors 
might not maintain sufficient back-up systems. Finally, 
retransmission would result in the loss of direct 
regulatory oversight be the Commission because 
vendors were not then subject to its express 
regulation.38 


The Commission also considered the possible 
anti-competitive effects on vendors of retaining the 
retransmission prohibition. While recognizing that 
competition in the distribution of ticker information 
might lower subscriber costs, particularly in 
metropolitan areas, the Commission concluded that the 
“widespread availability of ticker services is more 
important to the public interest than selective price 
cutting.” Moreover, the Commission expressed 
confidence that the prohibition would not impair 
competition among vendors in the types of ticker 
services offered: 


The vendors would still be free to develop 
new and better interrogation and monitoring 
devices and to continue to upgrade the 
variety of software packages available in 
conjunction with this type of service. Even in 
the market for ticker services alone, there is 
no restriction on the competitive marketing 
of various kinds of devices which may be 
used to display the ticker nor on various 
ways of presenting it, such as selective 
tickers. 


The Plan thus continued the historical control enjoyed 
by the NYSE and Amex over the distribution of last sale 





37 See discussion infra. 
38 ig. at 9-10. 


39 jg. at 10. 
40iq, 
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reports by transferring control of the ticker network to 
the CTA. As a result, although vendors receive 
transaction reports on a current basis over high speed 
data transmission lines for use, in response to specific 
inquiry, on their interrogation devices,*' every moving 
ticker in the country4 is supplied data over the low 
speed data transmission lines constituting the ticker 
network. The Plan also retains the geographically 
uniform fee structure permitted by Rule 17a-15 which 
has provided substantial revenue to the CTA.43 


2. Reuters’ Request. In March 1976, the Commission 
published for public comment a letter received from 
Reuters Limited (‘‘Reuters’’) requesting that the 
Commission modify or eliminate the retransmission 
prohibition contained in the Joint Industry Plan to 
enable Reuters to market a new moving ticker display 
device called the “Monitor.”44 Reuters proposed to 
service the device solely with information received from 
the CTA over high speed data transmission lines and 
transmitted to subscribers over its proprietary 
communications network. This procedure would 
permit the creation of a moving ticker in a novel 
format4® from information received over high speed 
data transmission lines rather than linking the device 





41 Due to the use of high speed data transmission lines 
implemented as part of the consolidated system, this 
data remains current even when the ticker network, 
which uses low speed lines, is late. See note 12 supra. 


42 The CTA indicates that there are presently in service 
approximately 15,000 Network A and 8,000 Network B 
moving tickers, as compared with more than 45,000 
interrogation devices (some of which display moving 
tickers and hence are counted twice). 


43 For the fiscal year ended December 31, 1977, 
aggregate CTA ticker network revenue was approxi- 
mately $4,260,000 for Network A and $1,725,000 for 
Network B. Operating expenses for the ticker networks 
(e.g., maintenance of the low speed data transmission 
lines) were approximately $1,900,000 and $1,130,000, 
respectively, for the same period. 


44 See Securities Exchange Act Release Nos. 12162 
(March 3, 1976) (“Reuter Release”) and 12138 (April 6, 
1976), 41 FR 10499 and 41 FR 15924. See Commission 
File No. S7-620. 


45 Because the Monitor would only receive information 
from a single data source, it would not require 
duplicative computer hardware necessary to read both 
Reuters’ data transmission and the ticker network. 


46 The moving ticker which Reuters proposed to make 
available on the Monitor was a so-called “cascading” 
Continued on following page 





directly to the CTA ticker network and would thereby 
permit creation of a moving ticker display which is not 
subject to the same delays as the ticker network.47 The 
CTA and certain vendors submitted written comments 


in response to the Commission’s request for 
comment. 


Following expiration of the formal comment period, 
representatives of Reuters and the CTA held extensive 
discussions concerning those circumstances under 
which the CTA might permit Reuters to retransmit. In 
August 1976, the CTA solicited further comment from 
vendors,*’ and, on August 18, 1976, the Legal and 
Policy Committee of the CTA considered and rejected 
the Reuters request. No further action was taken by the 
Commission with respect to the retransmission 
prohibition contained in the Plan prior to the Market 
Structure Statement, in which the Commission stated 
that it would reconsider retransmission at this time. 


—s 


In conjunction with its proposed amendments to Rule 
17a-15, the Commission believes that it is appropriate to 
re-examine the retransmission prohibition. In addition 
to the various policy matters considered at the time of 
the adoption of Rule 17a-15 and the approval of the Plan, 
the 1975 Amendments expressly extended the authority 
of the Commission to assure that market information is 
made available by exchanges, associations and persons 
acting on their behalf in a manner which is consistent 
with the Act, including the development of a national 
market system. 





Continued from preceding page 

ticker; j.e., each transaction report would be displayed 
horizontally and would move down the screen, rather 
than across. Use of this format would permit Reuters to 
include additional information with each transaction 
report, such aS a more complete description of the 
security and net price change. Although a similar 
display might be created from ticker network data, if 
each display device were programmed to retrieve 
additional data from the vendor’s proprietary data base, 
this procedure would be significantly more costly than 
permitting centralized processing at the vendor’s data 
base center with a single communications line to each 
display device. 


47 See note 55, infra. 


48 See File No. S7-620. 
49 See Id. 


50 See, e.g., Sections 11A(b)(5) and 11A(c)(1) of the 
Act. The CTA and SIAC, the processor for the Plan, are 
each “exclusive processors” registered with the 
Commission. The terms “exclusive processor” and 


The statutory scheme set forth in Section 11A of the Act 
contemplates that exlusive processors such as the CTA 
may exercise exclusive control over collecting and 
processing certain securities information. However, the 
Act further contemplates that exclusive processors will 
function as neutral suppliers of that information to 
competing vendors for distribution to subscribers. 
The continued existence of the CTA’s control over the 
CTA ticker network may thus be inconsistent with the 
balance sought by the Act between the potential for 
effeciency derived from centralized data collection and 
the need for competition in the distribution of securities 
information. 


3. Summary of Comments. in response to the Reuters 
Release, the Commission received comment letters 
from Reuters, the four principal vendors of moving 
ticker displays and from the CTA. Commentary focused 
on the anti-competitive effects of the prohibition and its 
continued validity under the Act, as well as the need to 
maintain the current financial arrangements and 
operational integrity of the network. The Commission 
has carefully considered these comments and, in 
proposing an end to the retransmission prohbition, has 
included certain conditions intended to respond to 
these concerns. 


In its initial request that the Commission re-examine the 
retransmission prohibition, Reuters argued that the 
prohibition was anti-competitive in nature and 
inconsistent with the Act: 


Requiring Reuters to utilize [the ticker 
network] as existing vendors do makes it 
necessary for Reuters to develop at great 
cost, and for subscribers to take at a higher 
price, otherwise completely unnecessary 
additional equipment to be attached to the 
Monitor receiver. . . . The effect of the 
retransmission prohibitions is to protect the 
few existing vendors which utilize [the ticker 
network] provided by the CTA against the 
development of new and more efficient 
forms of competition—to maintain them ina 
virtual monopoly position. 





“securities information processor,” the statutory 
designation for vendors, are defined in Section 3(a)(22) 
of the Act. In addition, Section 23(a)(2) of the Act 
speciiically requires that the Commission balance the 
anticompetitive impact of its regulatory proposals 
against the regulatory purposes of the Act. 


51 See Senate Report, supra note 21, at 11-12. 


52 Reuters Release, supra note 44, 41 FR at 10500 and 
10502. 
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Reuters pointed out that in the 1975 Amendments the 
Congress had 


charged the SEC with an explicit and 
pervasive obligation to eliminate all present 
and future competitive restraints that could 
not be justified by the purposes of the 
Exchange Act. The Commission was 
directed to remove existing burdens on 
competition and to refrain from imposing, or 
permitting to be imposed, any new 
regulatory burden ‘“‘not necessary or 
appropriate in furtherance of the purposes of 
the Exchange Act.93 


Reuters concluded by noting that all of the concerns 
previously raised by the Commission as a basis for 
permitting the retransmission prohibition were 
addressed and alleviated by its proposed Monitor 
system. 


In response to the Reuters Release, certain vendors and 
the CTA responded to the asserted anti-competitive 
effects of the prohibition against retransmission. First, 
these commentators rejected the notion that the 
retransmission prohibition was anti-competitive. 
According to these commentators, the ability of all 
vendors to receive transaction data upon equal terms 
permitted fair and open competition and sufficiently 
allowed vendors to compete and innovate in the manner 
of display of this information. These commentators 
argued, in effect, that the 1975 Amendments do not 
require competition in the dissemination of market 
information to vendors and specifically contemplate 
that an exclusive processor might perform this function. 
In addition, these commentators argued that removal of 
the retransmission prohibition may have certain 
anti-competitive effects. It was asserted that, since 
Reuters would be the only vendor immediately capable 
of utilizing high speed data transmission for purposes 
of creating a moving ticker, it would be at a 
technological advantage with respect to the other 
vendors. Furthermore, it was argued that permitting 
vendors to act as integrated moving ticker processors 
would put other vendors who only market moving ticker 
display devices at an economic disadvantage, 
especially if the ticker network were to be 
discontinued.°4 Finally, some commentators asserted 





53 Committee of Conference, Report to Accompany S. 


249, H.R. Rep. No. 94-249, 94th Cong., 1st Sess. 94 ~ 


(1975) See Reuters Release, supra note 44, 41 FR at 
10501-2. 


54 In this connection, one vendor requested that the 
Commission, if it were to permit retransmission, require 
that vendors make this information available to other 
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that making a moving ticker available only in con- 
junction with other services provided on an inter- 
rogation device constituted a tie-in arrangement which 
was inconsistent with basic antitrust principles and, 
therefore, with the Act. 


Apart from arguments regarding the anti-competitive 
nature of the retransmission prohibition, most 
commentary concerned the continued financial 
integrity of the ticker network If vendors were permitted 
to retransmit transaction data. Commentators argued 
that the ticker network would be destroyed if 
retransmission were allowed because vendors would 
capture the more lucrative urban ticker business 
through differential pricing, thereby raising rates for 
subscribers in remote areas. Additionally, certain 
vendors questioned the negative impact upon 
competition among vendors if subscribers who received 
moving ticker displays consisting of retransmitted data 
were to pay less than subscribers who received a display 
of data transmitted over the ticker network. 


Commentators also expressed concerns about certain 
operational aspects concerning retransmission. First, 
the CTA and certain vendors questioned the reliability of 
vendor proprietary transmission lines and whether there 
were in existence sufficient backup facilities (including 
both computers and data transmission lines) to assure 
uninterrupted service. Second, vendors expressed 
concern regarding the uniformity of data presentation. 
Because of the unitary nature of the ticker network, all 
moving tickers receive last sale data at the same time in 
the same format, including the deletion of certain 
information during periods of active trading. Some 
commentators noted that retransmission might alter 
this synchronization by permitting a vendor receiving 
information over high speed data transmission lines to 
display that information on a moving ticker prior to the 
display of that information on a moving ticker fed by the 
low speed ticker network, and including material which 
was deleted from the ticker network.°° Additionally, 





vendors through a standard computer interface at 
reasonable charges. 


55 The ticker network provides information to moving 
tickers at the rate of 900 characters per minute, the 
maximum speed at which a linear wall display of this 
information would be legible. As a result of this speed 
limitation, during periods of active trading complete 
transaction reports may not be disseminated without 
considerable delay. Therefore, the CTA has adopted 
procedures whereby, during periods of active trading, 
certain information, such as the volume of a 
transaction, is deleted from the ticker network (but not 
the high speed data transmission line). Despite these 
measures, the ticker network often reports transactions 

Continued on following page 





despite the 1975 Amendments, some commentators 
questioned the ability of the Commission to regulate 
these matters adequately absent the registration of 
vendors under Section 11A of the Act. 


Finally, certain commentators discussed the useful- 
ness of the ticker network in the current environment in 
which the same information is available, without delay, 
by means of high speed data transmission lines. The 
CTA argued that maintenance of the ticker network is 
necessary, in addition to its utility in providing broad 
dissemination of market information, to preserve the 
complete and official record of all transaction data. To 
the contrary, one vendor argued that the ticker network 
is redundant and is no longer the official record of 
trading since transaction reports are logged by SIAC at 
the time they are received, not at the time they are 
displayed on moving tickers. This vendor argued that 
ultimately the ticker network should be entirely replaced 
by the high speed data transmission system which is 
not subject to delays and provides information to all 
display devices at the same time. 


4. Proposal. After consideration of these comments, 
the Commission has initially determined that the 
prohibition against retransmission may have anti- 
competitive effects which are not necessary or 
appropriate in furtherance of the purposes of the Act. 
The prohibition, in effect, requires that vendors 
providing interrogation devices which also display a 
moving ticker pay for the maintenance of duplicative 
and redundant data transmission lines and receptor 
mechanisms. Additionally, the prohibitions may 
impede development of innovative moving ticker 
displays by requiring decentralized processing by 
vendors to create those displays.°6 However, the 





several minutes after they are reported on the high 
speed lines. It has been argued that the flexibility of 
interrogation device cathode ray tube terminals would 
permit a vendor creating a moving ticker from the high 
speed lines to avoid these delays or at least include 
deleted information without incurring further delays. In 
addition, the CTA has approved for usage certain types 
of moving tickers which display only transaction reports 
with respect to selected securities. Since these 
“selective” moving tickers are required to be supplied 
data from the ticker network, they are subject to the 
same delays and deletions as are moving tickers 
displaying transaction reports for all securities on that 
network. If vendors were permitted to retransmit data to 
create a selective moving ticker, such a display would 
not be delayed even if data were displayed at 900 
characters per minute. See note 12, supra. 


56 For example, a vendor could not create a selective 
moving ticker at its central data base center but would 


Commission continues to believe that the ticker 
network is an important mechanism for dissemination 
of market information and should be retained. It 
provides a means whereby investors, brokers and 
dealers can obtain current last sale data at a reasonable 
price. Furthermore, through its geographically uniform 
fee structure, the ticker network assures that this 
important market information is disseminated to remote 
areas of the country at cost which are not prohibitive.57 
Therefore, the Commission believes that removal of the 
retransmission prohibition should be accompanied by 
measures designed to assure the continued viability of 
the.ticker network. 


The Commission proposes to permit a vendor to use its 
proprietary communications network, through which 
the vendor presently services subscriber interrogation 
devices, to transmit ticker information to subscribers. 
The ticker information would be in any CTA-approved 
format;9° however, the CTA would be permitted to 
charge each subscriber receiving moving ticker 
information retransmitted by a vendor the same fee paid 
by subscribers to the CTA ticker network. Accordingly, 
vendors would be provided with improved competitive 
opportunities with respect to the provisions of moving 
ticker displays by permitting increased communica- 
tions flexibility and more varied ticker formats. 

However, all subscribers, whatever their source of 
moving ticker information, could be required by the CTA 
to pay a uniform access charge for that information. 
Therefore, the proposed rule would not alter the current 





be required instead to have data selection occur in each 
of its receptor devices connected to the CTA ticker 
network. Similarly, a vendor proposing to provide a 
cascading moving ticker would be required to program 
each interrogation device to recall data from the 
vendor’s central data base rather than creating a single 
centralized data stream. 


57 See note 60, infra. 


58 The CTA, through its contracts with vendors, retains 
the power to approve the display format of any moving 
ticker or interrogation device. We understand that the 
CTA has never disapproved a proposed display format. 


59 For example a vendor may provide a “selective” ticker 
of transaction reports for only certain specified 
securities which would be less subject to delay than 
such a display created from the ticker network. Together 
with the opportunity to provide ticker formats adapted 
to the particular needs of subscribers, vendors may 
achieve certain technical economies resulting from not 
having to accommodate the CTA ticker network feed, 
thereby possibly reducing the costs to subscribers of 
leasing retransmitted displays from vendors. 
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CTA revenue stream.69 In addition, the rule would 
permit the CTA to assure, by amendment to the Joint 
Industry Plan, that any vendor providing retransmission 
services does so accurately and reliably and that the 
display of the entire data stream of transaction reports 
is substantially synchronized. 


C. Description of Proposed Rule 11Aa3-1 


Proposed Rule 11Aa3-1 retains the basic regulatory 
approach of Rule 17a-15; however, it is iene: | 
broader in its scope, applying to transaction reports® 

in “reported securities”, j.e., any securities or class of 
securities with respect to which transaction reports are 
required to be disseminated pursuant to the Joint 
Industry Plan§3 





60 While this may alleviate the concern that competitive 
pricing would eventually lead to the demise of the CTA 
network, it may also be criticized because vendor 
subscribers would be receiving no separate service from 
the CTA and, accordingly, would be subsidizing all 
other persons receiving information by means of the 
ticker network. The Commission wishes to specifically 
solicit comment on the necessity of this subsidy. 


61 The Commission understands that vendors may 
program their interrogation devices to display 
transaction reports at approximately the same rate as 
the moving ticker. However, due to the use of deletion 
modes on the ticker network (see note 55, supra), it may 
not be feasible during periods of active trading for 
vendors to display retransmitted data at precisely the 
same time as the ticker network. In addition, a vendor 
providing a selective moving ticker may provide trans- 
action reports at the same rate as the entire moving 
ticker while a vendor receiving such data over the ticker 
network would, in effect, be displaying data at a slower 
rate. 


62 The term “transaction report” is defined in paragraph 
(a)(1) of the proposal as a report containing the price 
and volume associated with a completed transaction 
involving the purchase or sale of a security 
(“transaction”) and is used in lieu of the term “last sale 
report” which is employed in Rule 17a-15. 


63 The Joint Industry Plan requires dissemination of 
Transaction reports in “Eligible Securities” which are 
defined as all stocks and long-term warrants listed or 
admitted to unlisted trading privileges on the NYSE or 
Amex on the date of full implementation of the 
consolidated system (April 30, 1976), all stocks and 
long-term warrants listed or admitted to unlisted trading 
privileges on any other exchange which, on April 30, 
1976, met either NYSE or Amex listing standards, all 
stocks and long-term warrants listed or admitted to 


1364/SEC DOCKET 


(or any other transaction reporting plan 


declared effective by the Commission) as well as any 
other security or class of securities designated by the 
Commissien as a “qualified security” pursuant to 
Section 11A(a)(2) of the Act and as to which transaction 
reports are required to be collected, processed and 
made available pursuant to the Rule.64 The proposal 
requires every exchange to file a transaction reporting 
plan with the Commission with respect to 
transactions in all reported securities effected through 
the facilities of such exchange. Similarly, every 
association whose members effect over-the-counter 
transactions in reported securities and every 
nonmember broker or dealer who effects transactions in 
reported securities which are not otherwise reported 
and made available in accordance with the Rule must 
file transaction reporting plans.°’ Since the proposal 
represents an amendment to Rule 17a-15, it will not be 
necessary for the sponsors of the Joint Industry Plan or 
my other plan, or amendment thereto, filed with and 
declared effective by the Commission pursuant to Rule 
17a-15 to refile plans with the Commission for approval 
under Rule 11Aa3-1.68 





unlisted trading privileges on any exchange after April 
30, 1976 and which substantially meets either NYSE or 
Amex listing standards and any right to acquire an 
Eligible Security which is traded on the same exchange 
as the Eligible Security. 


64 Proposed Rule 11A3-1(a)(4). 


65 The term “transaction reporting plan” is defined in 
paragraph (a)(2) of the proposal as any plan for 
collecting, processing and making available transaction 
reports with respect to transactions in reported 
securities filed with the Commission and meeting the 
requirements of the Rule. Rule 17a-15 does not 
specifically define the term “plan;” however, it requires 
the filing of a plan “for the dissemination of information 
required to be reported pursuant to this section.” See 
Rule 17a-15(a). 


66 Proposed Rule 11Aa3-1(b)(1). This requirement is 
currently contained in Rule 17a-15(a). 


67 Proposed Rule 11Aa3-1(b)(1) and (2). This 
requirement is currently contained in Rule 17a-15(a) and 
(b). 


68 Similarly, any exemptions granted pursuant to Rule 
17a-15(h) or any existing Commission interpretation of 
Rule 17a-15, to the extent relevant, would remain in 
effect. See Securities Exchange Act Release No. 11317 
(March 28, 1975), 40 FR 15461. See also Securities 
Exchange Act Release Nos. 11385, (April 30, 1975) and 
14651 (April 11, 1978), 40 FR 19888 and 43 FR 16582. 





The proposal retains the requirement contained in Rule 
17a-15 that any plan filed thereunder include copies of 
all governing documents relating to any entity 
(including a transaction reporting association® like the 
CTA) authorized to implement or administer the plan 
and specify (1) the manner of collecting, processing and 
disseminating transaction reports; (2) applicable 
standards and methods assuring promptness of 
reportina. accuracy, and completeness of transaction 
reports; and (3) rules or procedures designed to assure 
that transaction reports will not be disseminated in a 
fraudulent or manipulative manner.‘Y In addition, the 
current rule and the proposal both require a statement 
regarding the terms of access to information made 
available pursuant to a plan although the proposal 
would require a more specific statement which should 
conform to the general standards set forth in Section 
11A(b) of the Act.”1 The proposal would also require 
that a transaction reporting plan specify broker-dealer 
reporting requirements and the manner in which 
transaction reports will be consolidated to assure that 
the single data stream contemplated by the rule is 
achieved. 


Proposed Rule 11Aa3-1 differs from Rule 17a-15 in two 
principal respects. First, unlike Rule 17a-15, proposed 
Rule 11Aa3-1 explicitly sets forth the manner in which 
any effective transaction reporting plan may be 
amended. The proposal requires that any proposed 
amendment to a plan be filed with the Commission, 
noticed for public comment and approved by the 
Commission prior to effectiveness.’3 However, if the 
Commission finds that the proposed amendment is of a 
technical or ministerial nature, or if such action is 
necessary or appropriate in the public interest, for the 
protection of investors or the maintenance of fair and 
orderly markets, to facilitate the establishment of a 
national market system or other wise in furtherance of 
the purposes of the Act, the proposal would permit the 





69 The term “transaction reporting association” is 
defined in paragraph (a)(5) of the proposal as any person 
authorized to implement or administer any transaction 
reporting plan on behalf of persons acting jointly in 
filing, amending, implementing or administering a 
transaction reporting plan. See proposed Rule 
11Aa3-1(a)(3) which would specifically permit such 
joint action. 


70 Proposed Rule 11Aa3-1(b)(4)(ii), (iv) and (v); Rule 
17a-15(b)(a)(2) and (3). 


71 Proposed Rule 11Aa3-1(b)(4)(vi); Rule 17a-15(b)(4) 


72 Proposed Rule 11Aa3-1(b)(4)(i) and (iii). 


73 Proposed Rule 11Aa3-1(b)(5), and (c)(1) and (2). 


Commission to declare an amendment effective on a 
temporary basis not to exceed 120 days, upon 
publication of notice of such amendment.’”4 


The proposal would also differ from Rule 17a-15 in 
specifically addressing retransmission. The Rule would 
provide that, on and after March 1, 1979, no exchange or 
association may prohibit, condition or otherwise limit 
retransmission of the entire data stream of transaction 
reports on a current and continuous basis of the 
purpose of creating a moving ticker display.”5 The Rule 
would, however, permit an exchange or association to 
condition retransmission by provisions included in an 
effective transaction reporting plan‘’® to assure that (i) 
charges imposed upon vendors and their subscribers 
which are otherwise permitted by the Rule are 
collected; (ii) transaction reports available on a moving 
ticker via retransmission are displayed at substantially 
the same rate as transaction reports available through 
the ticker network; and (iii) any vendor which 
retransmits transaction reports maintain procedures 
and facilities to ensure the accurate and reliable display 
of such reports. 


In addition, the proposal would amend Rule 17a-15 in 
certain technical respects, including the following: 


(1) The proposal would prohibit any broker or dealer 
from effecting transactions in (or inducing or 
attempting to induce the purchase or sale of) any 
reported security without disseminating transaction 
reports with respect to such transaction.‘Y Rule 17a-15 
does not explicitly contain any similar prohibition but 





74 Proposed Rule 11Aa3-1(c)(3). Cf. Section 19(b)(3) of 
the Act. 


75 Proposed Rule 11Aa3-1(e). While the proposal would 
not require that the participants of the CTA amend the 
Joint Industry Plan, it would render the retransmission 
provisions of the Plan inoperative. 


76 an “effective transaction reporting plan” is defined in 
paragraph (a)(3) of the Rule as any transaction reporting 
plan approved by the Commission pursuant to the Rule. 


77 See Proposed Rule 11Aa3-1(f). 


78 Although such a condition would permit substantial 
synchronization of moving tickers displaying the entire 
data stream of transactions reports, “selective” tickers 
displaying retransmitted transaction reports at 900 
characters per minute might display those reports prior 
to the time they are displayed on moving tickers 
supplied data via the ticker network. 


79 Proposed Rule 11Aa3-1(d)(2). 
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does require the filing of plans achieving this same 
result prior to February 26, 1973. Proposed Rule 11Aa3-1 
is designed to maintain the requirement that all 
exchanges, associations and non-member brokers and 
dealers file plans; therefore, it contains this prohibition 
which, in effect, would require the filing of a transaction 
reporting plan as a condition precedent to trading in a 
reported security.80 


(2) Paragraph (i) of Rule 17a-15, which sets forth 
procedures governing appeals to the Commission by 
persons who are denied or limited access to last sale 
reports, has been amended to apply only in those 
instances in which Section 11A(b) of the Act would not 
govern appeal procedures. 


(3) The provisions of Rule 17a-15 which indirectly 
prescribe the manner in which market information 
vendors display transaction reports have been 
incorporated into proposed Rule 11Ac1-2 which is being 
proposed simultaneously with this proposal. 


Finally, the Commission notes that the provisions of 
Rule 17a-15(f), which explicitly permit erelipninricmr | 
organizations to charge geographically uniform fees8 





80 The proposal also retains those provisions of Rule 
17a-15 which prohibit an exchange, association or 
member thereof from making available transaction 
reports with respect to transactions in reported 
securities except pursuant to an effective transaction 
reporting plan and which require every broker or dealer 
who is an exchange or association member to promptly 
transmit to such exchange or association all 
information required by an effective transaction 
reporting plan. See proposed Rule 11Aa3-1(d)(2)(3) and 
(4) and Rule 17a-15(a) and (d). 


81 Proposed Rule 11Aa3-1(g). 


82 See Rule 17a-15(b) and Proposed Rule 11Ac1-2 
Release, supra note 1. Proposed Rule 11Aa3-1 would, 
however, still require that any transactions reporting 
plan filed pursuant to the Rule provide that transaction 
reports made available to any vendor for purposes of 
display on interrogation devices be accompanied by a 
market identifier. 


83 This provision of Rule 17a-15 requires continuation 
of the practice of geographically uniform pricing with 
respect to supplying last sale data through moving 
ticker displays which was established 1968. See 
discussion infra. To the extent that commentators 


believe that, either in connection with the 
Commission’s proposed amendments to Rule 17a-15 
permitting retransmission, or otherwise, uniform 
geographic pricing imposes burdens on competition 
which are not necessary or appropriate in furtherance 
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for the receipt of transaction reports, have been retained 
in Rule 11Aa3-1. However, we wish to emphasize that 
the retention of these provisions is only meant to reflect 
the Commission’s current neutrality on this issue.84 


lll. Text of Proposed Amendment 


The Securities and Exchange Commission hereby 
proposes to amend Rule 17a-15 under the Act [17 CFR 
§240.17a-15] and to redesignate it as Rule 11Aa3-1 
under the Act [17 CFR §240.11Aa3-1] pursuant to its 
authority under the Securities Exchange Act of 1934 [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)] and particularly Sections 2, 3, 6, 9, 10, 
11A, 15, 15A, 17 and 23 thereof [15 U.S.C. 78b, 78c, 78f, 
78i, 78), 78k-1, 780, 780-3, 78g and 78w]. 


§240.11Aa3-1 Dissemination of transaction reports 
with respect to transactions in reported securities. 


(a) Definitions. For purposes of this section, 


(1) The term “transaction report” shall 
mean a report containing the price and 
volume associated with a completed 
transaction involving the purchase or sale of 
a security (“transaction”). 


(2) The term “transaction reporting plan” 
shall mean any plan for collecting, 
processing and making available transaction 
reports with respect to transactions in 
reported securities filed with the Commis- 
sion pursuant to, and meeting the 
requirements of, this section. 


(3) The term “effective transaction report- 
ing plan” shall mean any transaction 





of the purposes of the Act, such commentators should 
provide the Commission with the basis for that belief 
including an indication of those cost factors (other 
than the cost of obtaining current last sale data) which 
would justify the alteration of such a rate structure. 
Persons favoring elimination of geographically uniform 
pricing for either self-regulatory organizations or 
vendors should also provide estimates of the costs of 
providing subscribers with last sale information in 
various parts of the country. 


84 Although a similar provision contained in the initial 
proposed version of Rule 11Ac1-1 under the Act was 
eliminated from the Rule, as adopted, that action also 
refected the Commission’s neutrality. See Securities 
Exchange Act Releases Nos. 13626 (June 14, 1977), 
and 14415 (January 26, 1978), 42 FR 32418 and 43 FR 
4342. 





(b) 


reporting plan approved by the Commission 
pursuant to this section. 


(4) Theterm “reported security” shall mean 
(i) any security or class of securities 
designated as “qualified securities” by the 
Commission pursuant to Section 11A(a)(2) 
of the Act and for which transaction reports 
are required to be collected, processed and 
made available pursuant to this Section; and 
(ii) any other security or class of securities 
for which transaction reports are required to 
be collected, processed and made available 
pursuant to any effective transaction 
reporting plan. 


(5) The term “transaction reporting associ- 
ation” shall mean any person authorized to 
implement or administer any transaction 
reporting plan on behalf of persons acting 
jointly under paragraph (b) of this section. 


(6) The term “plan processor” shall mean 
any national securities exchange (‘‘ex- 
change”), national securities association 
(“association”) or securities information 
processor acting as an exclusive processor 
with respect to any transaction reporting 
plan. 


(7) The term “interrogation device” shall 
mean any securities information retrieval 
system capable of making available 
transaction reports or last sale data, upon 
inquiry, on a current basis on a terminal or 
other display device, or by any other means. 


(8) The term “moving ticker” shall mean 
any continuous real-time moving display of 
transaction reports whether made available 
on a discrete display unit or included on an 
interrogation device. 


(9) The term “vendor” shall mean any 
securities information processor engaged in 
the business of disseminating transaction 
reports with respect to transactions in 
reported securities to brokers or dealers ona 
real-time or other current and continuing 
basis, whether through an electronic 
communications network, moving ticker or 
interrogation device. 


(10) The term “last sale data” shall mean 
any price or volume data contained in a 
transaction report. 


Filing of transaction reporting plans. 


(1) Every exchange shall, with respect to 
transactions in reported securities effected 
through its facilities, and every association 
shall, with respect to transactions in 
reported securities effected by its members 
otherwise than on an exchange, file with the 
Commission a transaction reporting plan. 


(2) Every broker or dealer who is not a 
member of an exchange or association and 
who effects transactions in any reported 
security (a ‘non-member broker or dealer”) 
shall file with the Commission a transaction 
reporting plan with respect to such 
transactions unless transaction reports with 
respect to such transactions are collected, 
processed and made available by an 
exchange or association pursuant to an 
effective transaction reporting plan. 


(3) All exchanges, associations and 
non-member brokers and dealers are 
authorized to act jointly in filing a 
transaction reporting plan or any amend- 
ment thereto, or implementing or adminis- 
tering an effective transaction reporting 
plan. 


(4) Every transaction reporting plan filed 
pursuant to this section shall include copies 
of all governing or constituent documents 
relating to any transaction reporting 
association or other entity which may be 
established to implement or administer the 
plan and shall specify, at a minimum: 


(i) Reporting requirements with respect to 
transactions in reported securities for any 
broker or dealer subject to the plan; 


(ii) The manner of collecting, processing, 
sequencing and disseminating transaction 
reports; 


(iii) The manner of consolidating such 
transaction reports with transaction reports 
from other exchanges, associations and 
non-member brokers and dealers; 


(iv) The applicable standards and methods 
which will be utilized to ensure promptness 
of reporting, and accuracy and complete- 
ness of transaction reports; 


(v) Any rules or procedures which may be 
adopted to ensure that transaction reports or 
last sale data will not be disseminated in a 
fraudulent or manipulative manner; and 
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(c) 


(vi) Specific terms of access to transaction 
reports disseminated pursuant to the plan. 


Each such plan shall also provide that 
transaction reports made available to any 
vendor for display on an interrogation device 
identify the marketplace where each 
transaction was executed. 


(5) Any person or persons who have filed a 
transaction reporting plan which has been 
approved by the Commission pursuant to 
this section may propose an amendment to 
such plan by filing the form of such proposed 
amendment with the Commission, together 
with a statement of the purpose of, and the 
basis under the Act for, such amendment. 


Effectiveness of transaction reporting plans. 


(1) The Commission shall publish notice of 
the filing of any transaction reporting plan, 
or any proposed amendment to any effective 
transaction reporting plan (“proposed 
amendment”), together with the terms of 
substance in the filing or a description of the 
subjects and issues involved, and shall 
provide interested persons an opportunity to 
submit written comments. 


(2) No transaction reporting plan filed 
pursuant to this section, or amendment to an 
effective transaction reporting plan, shall 
become effective unless the Commission, 
having due regard for the public interest, the 
protection of investors, the maintenance of 
fair and orderly markets, and the need to 
remove impediments to, and perfect the 
mechanisms of, a national market system 
shall, after appropriate notice and opportu- 
nity for comment, by order approve such 
plan or amendment, with such changes or 
subject to such conditions as the 
Commission may deem necessary or 
appropriate. 


(3) Notwithstanding the provisions of 
paragraph (C)(2) of this section, a proposed 
amendment may be put into effect upon 
publication of notice of such amendment, on 
a temporary basis not to exceed 120 days, if 
the Commission finds that (i) such action is 
necessary or appriate in the public interest, 
for the protection of investors or the 
maintenance of fair and orderly markets, to 
facilitate the establishment of a national 
market system or otherwise in furtherance of 
the purposes of the Act, or (ii) the proposed 
amendment invoives only technical or 
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(d) 


(e) 


ministerial matters. 
Prohibitions and reporting requirements. 


(1) No broker or dealer may effect any 
transaction in, or induce or attempt to induce 
the purchase or sale of, any reported security 


(i) On or through the facilities of an 
exchange unless transaction reports with 
respect to transactions in such reported 
security effected on or through such 
exchange facilities are required to be 
reported pursuant to an effective transaction 
reporting plan; or 


(ii) Otherwise than on an exchange unless 
transaction reports with respect to 
transactions in such reported security 
effected otherwise than on an exchange by 
such broker or dealer are required to be 
reported pursuant to an effective transaction 
reporting plan. 


(2) No exchange or member thereof shall 
make available, on a current and continuing 
basis, transaction reports with respect to 
transactions in any reported security 
effected through the facilities of such 
exchange except pursuant to an effective 
transaction reporting plan filed by such 
exchange (either individually or jointly with 
other persons). 


(3) Noassociation or member thereof shall 
make available, on a current and continuing 
basis, transaction reports with respect to 
transactions in any reported security 
effected by a member of such association 
otherwise than on an exchange except 
pursuant to an effective transaction 
reporting plan filed by such association 
(either individually or jointly with other 
persons). 


(4) Every broker or dealer who is a member 
of an exchange or association shall promptly 
transmit to the exchange or association of 
which it is a member all information required 
by any effective transaction reporting plan 
filed by such exchange or association (either 
individually or jointly with other exchanges 
and/or associations). 


Retransmission of transaction reports. 


On or after March 1, 1979, notwithstanding 
any provision of any effective transaction 
reporting plan, no exchange or association 





may, either individually or jointly, by rule, 
stated policy or practice, transaction 
reporting plan or otherwise, prohibit, 
condition or otherwise limit, directly or 
indirectly, the ability of any securities 
information processor to retransmit, for 
display in moving tickers, transaction 
reports made available pursuant to any 
effective transaction reporting plan; Pro- 
vided however, That an exchange or 
association may, by means of an effective 
transaction reporting plan, condition such 
retransmission upon appropriate undertak- 
ings by securities information processors to 
assure that (1) any charges for the 
distribution of transaction reports in moving 
tickers permitted by paragraph (f)(i) of this 
section are collected, (2) transaction reports 
which are retransmitted for display in 
moving tickers are displayed at substantially 
the same rate as reports distributed for 
display in moving tickers directly by a plan 
processor, and (3) any securities information 
processor which retransmits transaction 
reports for display in moving tickers 
maintains procedures and facilities suffi- 
cient to ensure that such display is accurate 
and reliable. 


(f) Availability and charges. 


(9) 


Nothing in this section shall preclude any 
exchange or association, separately or 
jointly, pursuant to the terms of an effective 
transaction reporting plan: (1) from 
imposing reasonable, uniform changes 
(irrespective of geographic location) for 
distribution of transaction reports; nor (2) 
from requiring any vendor which distributes 
or displays transaction reports to make the 
transaction reports it distributes or displays 
available to all qualified subscribers 
throughout the continental United States 
and to impose uniform charges on its 
subscribers (irrespective or geographic 
location). 


Appeals 


The Commission may entertain appeals in 
connection with the operation of any 
effective transaction reporting plan as 
follows: 


(1) Any action taken or failure to act by any 
person in connection with an effective 
transaction reporting plan (other than a 
prohibition or limitation of access review- 
able by the Commission pursuant to Section 


11A(b)(5) or Section 19(d) of the Act) shall be 
subject to review by the Commission, on its 
own motion or upon application by any 
person aggrieved thereby (including but not 
limited to exchanges, associations, brokers, 
dealers, issuers, vendors and other users of 
transactions reports), filed within 30 days 
after such action or failure to act or within 
such longer period as the Commission may 
determine. 


(2) Application to the Commission for 
review, or the institution of review by the 
Commission on its own motion, shall not 
operate as a stay of any such action unless 
the Commission determines otherwise, after 
notice and opporutunity for hearing on the 
question of a stay (which hearing may 
consist only of affidavits or oral arguments). 


(3) In any proceedings for review, if the 
Commission, after appropriate notice and 
opportunity for hearing, and upon consider- 
ation of any proceedings conducted in 
connection with such action or failure to act 
and such other evidence as it deems 
relevant, determines that the action or failure 
to act is in accord with the applicable 
provisions of such plan and is consistent 
with the public interest, the protection of 
investors, the maintenance of fair and 
orderly markets and the removal of 
impediments to, and perfection of the 
mechanisms of, a national market system, 
the Commission shall dismiss the proceed- 
ing. Otherwise, the Commission shall 
require such action with respect to the 
matter reviewed as the Commission deems 
appropriate in accordance with the public 
interest and the protection of investors and 
consistent with such plan, the maintenance 
of fair and orderly markets and the removal of 
impediments to, and perfection of the 
mechanisms of, a national market system. 


Exemptions. 


The Commission may exempt from the 
provisions of this section, either uncondi- 
tionally or on specified terms and 
conditions, any exchange, association, 
broker, dealer or specified reported security 
if the Commission determines that such 
exemption is consistent with the public 
interest, the protection of investors and the 
removal of impediments to, and perfection of 
the mechanisms of, a national market 
system. 


SEC DOCKET/1369 





IV. Effects on Competition and Request for Public DISSEMINATION AND DISPLAY OF TRANSACTION 


Comment 


Section 23(a)(2) of the Act requires the 
Commission, in adopting rules under the 
Act, to consider the anti-competitive effects 
of such regulation and to balance any 
anti-competitive impact against the regula- 
tory benefits gained in terms of furthering 
the purposes of the Act. The Commission 
has discussed in some detail the competitive 
impact of the retransmission prohibition and 
the Commission’s proposal to end the 
prohibition and has, as a preliminary matter, 
determined that the perceived anti-competi- 
tive effects of the proposal is outweighed by 
the regulatory purposes to be achieved by 
the proposals. The Commission’s mandate 
under Section 11A(a) of the Act to facilitate 
the establishment of a national market 
system and its authority granted under 
- Section 11A(c) to assure prompt, accurate, 
reliable and fair collection, processing 
distribution and publication of last sale 
information in a fair and useful format would 
appear to be significantly furthered by the 
adoption of these proposals. However, in 
addressing the regulatory proposals dis- 
cussed in this Release, commentators 
should specifically address the competitive 
impact of this regulation so that the 
Commission may further evaluate its 
proposals in the light of Section 23(a)(2). 


Interested persons are invited to submit written 
presentations of views, data and arguments concerning 
the proposed Rule 11A3-1 under the Act and the issues 
discussed above. Persons wishing to make such 
submissions should file ten copies thereof with George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Room 892, 500 North Capitol Street, 
Washington, D.C. 20549, not later than December 15, 
1978. All submissions should refer to File No. 758, and 
will be available for public inspection at the 
Commission’s Public Reference Room, Room 6101, 
1100 L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15251/October 20, 1978 
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REPORTS AND QUOTATION INFORMATION 
AGENCY: Securities and Exchange Commission. 
ACTION: Proposed rulemaking. 


SUMMARY: The Commission proposes to adopt a 
rule which is desi_ ed to improve the manner in which 
transaction reports and quotation information are 
displayed by vendors of securities information. in 
connection with this proposal, the Commission has 
withdrawn a portion of a prior interpretive release 
which has permitted display of transaction reports in a 
manner which could be inconsistent with the proposed 
rule. 


DATES: Comments should be submitted on or before 
December 15, 1978. 


ADDRESSES: Persons wishing to submit written 
views, data, and arguments should file ten copies there- 
of with George A. Fitzsimmons, Secretary, Securities 
and Exchange Commission, Room 892, 500 North 
Capitol Street, Washington, D.C. 20549. All submis- 
sions should refer to File No. S7-759 and will be avail- 
able for public inspection at the Commission’s Public 
Reference Room, Room 6101, 1100 L Street, N.W., 
Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: Andre’ 
Weiss, Division of Market Regulation, Securities and 
Exchange Commission, Room 303, 500 Capitol Street, 
Washington, D.C. 20549 (202) 755-8970. 


SUPPLEMENTARY INFORMATION: The Securities 
Exchange Commission announced today that it has 
proposed Rule 11Ac1-2 (17 CFR § 240.11Ac1-2) under 
the Securities Exchange Act of 1934 (15 U.S.C. 78a et 
seq., as amended by Pub. L. No. 94-29 (June 4, 1978)) 
(the “Act”) which is designed to improve the manner in 
which price and volume data with respect to completed 
securities transactions (“transaction reports”) and 
bids, offers and quotation sizes (‘‘quotation 
information”) are displayed by vendors of securities 
information. 


Proposed Rule 11Ac1-2 would contain those provisions 
currently governing the display of last sale reports 





1 Simultaneously with this proposal, the Commission 
is proposing amendments to Rule 17a-15 which, 
among other things, would redesignate the Rule as 
Rule 11Aa3-1 and would delete these display 
requirements from that rule. See Securities Exchange 
Act Release No. 15250 (October 20, 1978) (“Proposed 
Rule 11Aa3-1 Release”). 





which are contained in Rule 17a-15, (17 CFR 
§240.17a-15) the Commission’s rule governing the 
collection, processing and dissemination of last sale 
reports in listed securities.’ In addition, the proposed 
Rule would impose further requirements specifying the 
manner in which transaction reports, data contained in 
transaction reports (“last sale data”) and quotation 
information are displayed by vendors of market 
information. In particular, the Rule would require that 
(i) transaction reports or last sale data made available 
on a consolidated basis on continuous moving ticker 
displays (“moving tickers”) or by means of securities 
information retrieval systems (“interrogation devices”) 
be reported without identification as to the market 
place of execution; (ii) consolidated displays of 
transaction reports, last sale data and quotation 
information available on interrogration devices be 
retrievable in response to an inquiry which is simpler or 
more prominent* than the inquiry used to retrieve 
individual market last sale or quotation information; 
(iii) all individual market displays of transaction 
reports, last sale data and quotation information 
available on interrogation devices be retrievable in 
response to equally complex inquiries; (iv) consoli- 
dated displays of last sale data available on 
interrogation devices contain all categories of market 
information retrievable with respect to any display of 
last sale data from any individual market; (v) 
monitoring services available on interrogation devices 
which dynamically up-date last sale data with respect 
to selected securities on an individual market basis 
also be available on a consolidated basis) (vi) vendors 
displaying quotation information on_ interrogation 
devices with respect to any equity security make 
available a consolidated best bid and offer derived from 
quotations from‘all reporting market centers; and (vii) 
no vendor may provide any representative bid or offer 
with respect to any equity security. 


|. Background 


The Securities Acts Amendments of the 1975 (“1975 
Amendments’’) granted the Commission broad 
authority to regulate the manner in which vendors of 
market information display transaction reports and 
quotation information. In particular, the 1975 Amend- 





2 See discussion infra. 


3 In connection with this proposal, the Commission has 
withdrawn a portion of a prior interpretive release 
(Securities Exchange Act Release No. 11317 (March 28, 
1975) (the “Interpretive Release”), 40 FR 15461, which 
had permitted the display of transaction reports in a 
manner which would be prohibited by this provision 
and which the Commission now believes is 
inconsistent with the development of a national market 
system. 


ments added Section 11A(c)(1) fo the Act, which 
provides: 


No Self-regulatory organization, member 
thereof, securities information processor, 
broker or dealer shall make use of the mails 
or any means or instrumentality of 
interstate commerce to collect, process, 
distribute, publish, or prepare for distribu- 
tion or publication any information with 
respect to quotations for or transactions in 
any security other than an exempted 
security, to assist, participate in, or 
coordinate the distribution or publication of 
such information, or to effect any 
transaction in, or to induce or attempt to 
induce the purchase or sale of, any such 
security in contravention of such rules or 
regulations as the Commission shall 
prescribe as necessary or appropriate in the 
public interest for the protection of 
investors, or otherwise in furtherance of the 
purposes of this title to... 


(B) assure the prompt, accurate, reliable, 
and fair collection, processing, distribution, 
and publication of information with respect 
to quotations for and transactions in such 
securities and the fairness and usefulness 
of the form and content of such 
information. 


Until this time, the Commission has given vendors 
broad latitude regarding the manner in which they 
display market information, including transaction and 
quotation information. The results achieved in this un- 
regulated environment have been mixed; although 
some progress has been made to assure that market 
information is made available to brokers, dealers, and 
investors in a non-discriminatory manner, the 
Commission is also aware that some practices have 
continued or arisen which tend to impede the 
availability of important market information.4 Further- 
more, the Commission’s experience in attempting to 
rectify certain of these perceived difficulties through 
informal means has indicated an unwillingness on the 
part of certain vendors to alter voluntarily the manner in 
which they currently display market information 
unless the Commission were to establish mandatory, 
industry-wide minimum display criteria. For these 
reasons, the Commission is at this time proposing 
Rule 11Ac1-2 under the Act. This Rule would set forth 
comprehensive requirements governing the manner in 
which vendors display transaction reports in securities 
with respect to which transaction reports are 





See discussion infra. 
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disseminated pursuant to proposed Rule 11Aa3-1 
(current Rule 17a-15) (“reported securities”) and 
quotation information with respect to certain equity 
securities. 


ll. Availability of Consolidated Market Information 


In its January 1978 statement concerning those steps 
which should be taken during 1978 to facilitate the 
establishment of a national market system, the 
Commission indicated that it was particularly 
concerned about the manner in which vendors of 
market information provide for the recall of 
consolidated last sale data with respect to reported 
securities on interrogation devices.” Vendors currently 
provide primary market transaction information in 
response to an inquiry consisting of the letter or 
combination of letters (the “consolidated system 
symbol”) used to identify the particular security 
involved in the consolidated transaction reporting 
system (“consolidated system”) followed by a single 
information request key. However, in most cases, 
additional letters or symbols must be used to recall 
consolidated transaction information from any market 
center other than the primary market. 


To date, this practice has been permitted by the 
Commission pursuant to an interpretation of Rule 
17a-15, issued in March 1975,’ in which the 
Commission stated that: 


vendors may use the consolidated tape 
ticker symbol (the old NYSE symbol in the 
case of a NYSE listed security) to 
interrogate for last sale information from 
the NYSE and some other symbol to 
interrogate for consolidated data. However, 
any symbol which differs from the 
consolidated tape symbol which is used to 
interrogate for consolidated data must be 





5 Securities Exchange Act Release No. 14416 (January 
26, 1978) (“Market Structure Statement”) at 41-44, 43 
FR 4360. 


6 One type of interrogation device currently in use 
provides consolidated and primary market transaction 
information by the same number of key strokes; 
however, it has been asserted that the location and 
label of the particular keys used to recall primary 
market last sale data are significantly more prominent 
than the keys used to recall consolidated data. See 
note 11 infra. 


7 Interpretive Release, supra note 3, at 5, 40 FR at 
15461. 
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—- and easy for brokers and dealers to 
us 


The Commission indicated in the Market Structure 
Statement that it had reconsidered that interpretation 
in light of its experience with the consolidated system 
and no longer believed that vendors should be 
permitted to provide consolidated last sale data in 
response to any inquiry which was more complex than 
the inquiry required to recall the last sale data from the 
primary market. The Commission stated that this 
practice: 


discourages use of consolidated informa- 
tion, has anticompetitive consequences for 
markets as to which last sale data may be 
recalled only by relatively more difficult and 
time consuming interrogation routines, and 
impedes progress toward a national market 
system. Consequently, the Commission 
believes vendors should modify their 
systems promptly to confine use of 
consolidated system symbols in their 
interrogation and display devices to the 
recall of consolidated last sale data. 


The Commission concluded by noting its intention to 
rescind its prior interpretation at this time. 


In response to this discussion in the Market Structure 
Statement, two vendors of market information 
informally contacted the staff of the Commission in- 
dicating their willingness to voluntarily change the 
manner in which consolidated market information is 
recalled on their interrogation devices. However, both 
vendors expressed concern that voluntary compliance 
by less than all vendors would place those complying 
at a competitive disadvantage. 0 A third vendor has 
refused to advise the Commission’s staff whether it 
will change the manner in which consolidated market 
information is recalled on its interrogation devices. 
This vendor has indicated that such a change would 
entail considerable programming and systems changes 
at a significant expense to it; however, it has not 





8 Id. at 5, 40 FR 15 15462. 


9 Market Structure Statement, supra note 5, at 43, 43 
FR at 4360. 


10 This argument is apparently based on an 
assumption that subscribers of market information 
vendors would prefer to obtain primary market last sale 
data by the easiest inquiry. Such an assumption 
reinforces the Commission’s belief that this practice 
should be terminated. 


U 





furnished any cost estimates or other data 
substantiating its assertion or which would permit the 
Commission to evaluate this claim. 


Discussions with these vendors have led the 
Commission to conclude that an unregulated 
environment may not provide a sufficient impetus for 
vendors to change voluntarily the manner in which they 
display market information. To the contrary, it appears 
that customer pressure may actually influence vendors 
to retain and create displays which highlight (both in 
terms of format and ease of access) primary market 
transaction and quotation data. Therefore, the 
Commission is at this time proposing display 
requirements in Rule Aci-2 which are designed to 
assure that vendors provide consolidated market data 
in an easily accessible and useful format. The Rule 
would address three distinct aspects of the manner in 
which consolidated market data is displayed: (i) ease 
of access to transaction and quotation information; (ii) 
comparability of individual market and consolidated 
transaction data; and (ii) comparability of individual 
market and consolidated monitoring services. 


In response to the Commission’s concerns raised in 
the Market Structure Statement regarding ease of 
access to consolidated market data, the Rule would 
require that, on and after March 1, 1979, vendors who 
provide on an interrogation device transaction reports 
or quotation information with respect to a particular 
reported security from an individual market center also 
provide on that device consolidated transaction reports 
and quotation information by the simplest and most 
prominent form of interrogation request. 1 The 
proposal does not explicitly require vendors to program 
these interrogation devices to access consolidated 
transaction reports and quotation information with 
consolidated system symbols for reported securities 
because we understand that in most cases vendors 
currently use these symbols. Furthermore, we 
understand that use of the consolidated system 
symbol for the remaining small number of securities 





11 The Rule would require that consolidated market 
data for a particular security be retrievable by a request 
involving no greater number of key strokes than is 
required to access individual market center data with 
respect to that security; however, because the 
Commission is also concerned that, if consolidated 
and primary market transaction and quotation 
information are available in response to equally 
complex retrieval instructions, the location and 
prominence of the particular keys used to recall 
primary market information may discourage recall of 
consolidated data, the Rule would require that in such 
an event the key to access consolidated data be more 
prominent. See discussion infra and not 6 supra. 


(primarily preferred stocks) would require significant 
programming changes. The Commission expects that 
vendors will continue to use the consolidated system 
symbol to recall last sale and quotation information 
with respect to reported securities wherever possible 
and is interested in receiving comments as to whether 
a Commission requirement to that effect is necessary. 


In addition, the Rule would require that all individual 
market displays of transaction reports or quotation 
information be available in response to equally 
complex inquiries. The Commission believes that the 
alternative possibilities, in which primary market 
information will be available in response to a 
significantly easier request than market information 
from regional exchanges and the third market, is 
discriminatory and anti-competitive. The Commission 
is aware, however, that one vendor has asserted that 
equalization of the inquiry routines for all individual 
market displays will entail significant expense. 
Therefore, the Commission is specifically requesting 
comment on the feasibility of this portion of its 
proposal. In particular, if any vendor believes that 
equalization of the inquiry routines for all individual 
market displays will impose significant costs which are 
not justified by the Commission’s regulatory concerns, 
such securities information processor should provide 
sufficient information (including detailed cost esti- 
mates) 12 to the Commission so that the basis for its 
claims may be evaluated. 


The Commission also remains concerned that, to some 
extent, brokers do not request consolidated displays 
on their interrogation devices because there is signifi- 
cantly less information contained on consolidated dis- 
plays than is contained on individual market displays. 
For example, the display of primary market information 
provided on a vendor’s interrogation device might 
include last sale, open, high, low, previous close, bid, 
offer, volume and net change, whereas the 
consolidated last sale display available on that inter- 
rogation device might only include consolidated last 
sale, open, high, low, volume and net change thus 





12 See Rule 24b-2 under the Act (17 CFR §240.24b-2) 
which sets forth procedures for requesting confidential 
treatment of any statement, correspondence, notice or 
other document filed with the Commission pursuant to 
the Act. See a/so Rule 80 of the Commission’s Rules of 
Organization; conduct and ethics; and information and 
requests (17 CFR §200.80) which states that the 
Commission will generally not publish, make available 
to any person, or disclose trade secrets and 
commercial or financial information obtained from a 
person and privileged or confidential. 
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excluding previous close, bid and offer. In our view, the 
omission from a consolidated last sale display of 
market data which is provided on an individual market 
display may cause the consolidated display to be less 
useful and informative to investors and market profes- 
sionals. Therefore, in order to help assure the use of 
consolidated market data, in conjunction with the 
Rule’s requirements concerning the ease of access to 
such data, Rule 11Ac1-2 would require that the con- 
solidated last sale display available on an interrogation 
device contain the same market data as is available on 
any individual market last sale display. Because such a 
requirement may entail significant systems changes by 
certain vendors, the Commission is especially in- 
terested in receiving commentary on the cost of com- 
plicance with such a requirement and the extent to 
which vendors believe that certain of their existing 
systems should receive exemptive relief from such a 
provision, if adopted. 


Finally, Rule 11Ac1-2 contains provisions designed to 
assure that consolidated last sale data is used in con- 
nection with market monitor services provided by 
vendors. In 1975, the Commission issued an interpreta- 
tion of Rule 17a-15 which currently permits vendors to 
provide monitoring services (i.e. , dynamically up-dated 
interrogation device displays of transaction reports in 
preselected securities) on an individual market 
basis. 'SHowever, the Commission at that time also 
indicated that it would not interpret Rule 17a-15 to 
permit vendors to provide selective moving tickers 
(i.e., a moving ticker display of transactions in 
selected securities) on an individual market basis. 14 
Commentators, especially certain regional exchanges 
and third market makers, have maintained that 
monitoring services available on interrogation devices 
are similar to selective moving ticker displays, and 
therefore, these commentators argue, the Commission 
should only permit interrogation device monitoring 
services to be offered on a consolidated basis. 
Although the Commission is unable to conclude, at 
this time, that interrogation device monitoring services 
must be provided exclusively on a consolidated basis, 
we recognize the argument that these services should 
be provided in a manner which is consistent with 
requirements for display of other types of transaction 
data. Therefore, the Commission proposes to require 
that any vendor who provides a monitoring service with 
respect to a reported security on an individual market 
basis also provide such monitoring service for such 
security on a consolidated basis. 





13 Interpretive Release, supra note 3, at 3, 40 FR at 
15462. 


14 See id. at 6, 40 FR at 1546. 
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The Commission not, however, at this time proposing 
identical display requirements for monitoring services 
and selective tickers. 'Y It has tentatively reached this 
conclusion because there arguably are differences in 
the display capabilities (and therefore use by the 
brokerage industry) of selective tickers and monitoring 
services which would warrant disparate treatment by 
the Commission. It would appear that the selective 
moving ticker is primarily used by brokers to obtain a 
feel for the market (generally or with respect to a large 
sampling of securities) and is not used to specifically 
monitor (or continuously display) transaction reports 
with respect to a limited number of securities so 
as to directly affect trading decisions in those 
securities. Therefore, it may be argued that the 
differences in design and use of these display devices 
warrant a limited disparity in the display requirements 
imposed upon vendors marketing these devices. The 
Commission is specifically requesting comment on 
these views and would be especially interested in 
receiving arguments concerning the advisability of 
imposing identical display requirements on monitoring 
services and selective tickers. 


ill. Market Identification. 


The issue of whether transactions reported in the 
consolidated system should be accompanied by an 
indication of the market of execution (‘market 
identifier”) has been the subject of extensive debate. 
While the New York Stock Exchange (“NYSE”) and the 
American Stock Exchange (“Amex’’) have consistently 
supported the concept of market identification, the 
regional exchanges and certain third market makers 
have opposed inclusion of identifiers as an anti- 
competitive device designed to preserve the concept of 
a primary market. 


In response to the initial publication of proposed Rule 
17a-15, a number of regional exchanges submitted 
comments which opposed any market identification in 
the consolidated system, including on interrogation 
device displays. The Pacific Stock Exchange (“PSE”) 
termed market designation a form of advertising that 
serves to perpetuate the historical competitive 
advantages of the NYSE and the Amex without 
conveying any useful information to the public. The 
Detroit Stock Exchange (which has since ceased 





15 The Commission could achieve identical display 
requirements either by permitting selective tickers to 
display transaction reports on an individual market 
basis or by requiring monitoring services to display 
transaction reports exclusively on a consolidated 
basis. 





operations) and the National Association of Securities 
Dealers (“NASD”) argued that designation of markets 
would only serve to continue the concept of a primary 
market as opposed to other market centers. The 
Midwest Stock Exchange (“MSE”) recommended that 
the Commission go beyond a ban on market 
designation and adopt measures to replace the 
separate NYSE ticker and stock tables with a “true 
composite tape and tables.” Only the NYSE, the Amex 
and one vendor, Ultronics (now GTE Information 
Services), supported the market identifier concept. ! 


Prior to republication of the proposed Rule, the 
Commission’s Advisory Committee on Market Dis- 
closure’? issued its “Report on a Composite Trans- 
action Reporting System.”18 In that report, the 
Committee recommended that both moving ticker dis- 
plays and interrogation devices include a market 
identifier. In this regard, the Advisory Committee 
Report stated as follows: 


In determining that identification of market 
place is desirable we are persuaded that 
until regulation in all marketplaces is 
appropriately equal for the protection of the 
public interest the public is entitled to know 
where the activity in a particular stock is 
occurring and under what ween 
conditions a transaction is taking place. 1 





16 See File No. S7-433. 


17 This committee was one of three advisory 
committees established by the Commission following 
issuance of the Commission’s Statement on the Future 
Structure of the Securities Markets, 37 FR 5286 (1972). 


18 Report to the Securities and Exchange Commission 
by the Advisory Committee on Market Disclosure on a 
Composite Transaction Reporting System, July 17, 
1972 (the “Advisory Committee Report”). 


19 Id. at 6. One member of the Committee dissented 
from this view 


on the grounds that to disclose the market- 
place would discriminate against third 
market dealers and regional exchanges by 
exposing their positions and, by maintain- 
ing the “primacy” of the NYSE as the 
nation’s leading marketplace, might also 
discourage certain investors from trading in 
the third market and on regional exchanges 
for fear that they would be criticized simply 
for not going to the NYSE, even if the prices 
they obtained were competitive. The 
dissenter also felt that if marketplace were 


As a resuit of the Advisory Committee Report, pro- 
posed Rule 17a-15 was republished for comment in 
August 1972 containing an explicit requirement that 
transactions reported pursuant to the Rule’s provisions 
be identified as to market of execution.22 Comments 
received from the NASD and the regional exchanges in 
response to the republished rule reiterated their 
opposition to market identifiers. 


Rule 17a-15, as finally adopted, contained a provision 
requiring market identification on both moving tickers 
and interrogation devices. Paragraph (b) of the Rule 
provides that 


[each] composite tape or interrogation 
system, in displaying last sale reports, shall 
identify the marketplace where each trans- 
action was executed. 


In conformity with this requirement, the joint industry 
plan filed with and declared effective by the 
Commission pursuant to Rule 17a-15 (the “Plan or 
“Joint Industry Plan’’) also contains provisions 
requiring market identification.“< The Plan currently 
provides that moving ticker displays, whether provided 
in conjunction with interrogation devices or on discrete 
wail-mounted units, are required to identify transaction 
reports emanating from markets other than the NYSE 
and Amex by an ampersand followed by a single 
alphabetic character identifying the market of 
execution.“ However, the Plan contemplates that 





to be disclosed, all dealer trades should be 
identified, including the names of the 
individual market makers and block 
positioners. 


Id. 


20 See Securities Exchange Act Release No. 9731 
(August 14, 1972), 37 FR 19148. 


21 Rule 17a-15(b). 


22 Joint Industry Plan, Sections V (e) and VIII (f). 
However, the participants to the Plan have filed 
amendments to the Plan altering these requirements 
and, in fact, market identifiers have been removed from 
moving ticker displays. See discussion infra. 


23 The market identifiers previously in use were 
Boston Stock Exchange:B; Cincinnati Stock Exchange: 
C; Midwest Stock Exchange:M; National Association 
of Securities Dealers:T; Pacific Stock Exchange:P; 
Philadelphia Stock Exchange:X; and Institutional 
Networks Corporation:O. 
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transactions occurring on the NYSE or the Amex are to 
be “identified” by the absence of any identifier.24 The 
Plan also requires interrogation devices marketed by 
each of the vendors to identify transaction reports from 
all market centers, including the primary exchanges. 
Vendors currently achieve this identification by use of 
a single numeric or alphabetic symbol denoting the 
market of execution. 


Subsequent to the implementation of the consolidated 
system in June 1975, the regional exchanges and 
Weeden & Co. Incorporated (“Weeden”) continued to 
urge deletion of market identifiers.©2 However, no 
action was taken to address these concerns until, on 
March 5, 1978, the NYSE, Amex, PSE, Boston Stock 
Exchange (“BSE”) and Philadelphia Stock Exchange 
(“Phix”) jointly filed with the Commission a “Plan Sub- 
mitted to the Securities and Exchange Commission For 
the Purpose of Creating and Operating an Intermarket 
Communications linkage pursuant to Section 
11A(a)(3)(B) of the Securities Exchange Act of 1934” 
(“ITS Plan”).26 The ITS Plan contemplates implemen- 
tation of an Intermarket Trading System (“ITS”) linking 
the participating exchanges and providing facilities 
and procedures for (i) rapid and efficient routing of 
orders and administrative messages between and 
among the participants, and (ii) participation, under 
certain conditions, by all participating exchanges in 
opening transactions in the primary market.2? In 





24 The disparity in identification treatment between 
the NYSE and Amex and regional markets has been 
rationalized as a means of avoiding additional tape 
delays. 


25 See letter from Edward W. Wedbush, Chairman of 
the Board, PSE, to the Honorable Robert Eckhardt, 
Chairman, Subcommittee on Consumer Protection and 
Finance, and the Honorable John E. Moss, Chairman 
Subcommittee on Oversight, July 6, 1977; letter from 
Kenneth |. Rosenblum, Senior Vice President and 
Counsel, MSE to Douglas Scarff, Assistant Director, 
Division of Market Regualtion, December 8, 1977; letter 
from Donald E. Weeden, Weeden & Co. Incorporated, 
to Harold Williams, Chairman, January 13, 1978 in File 
No. S7-433. 


26 See Securities Exchange Act Release Nos. 14661 
‘April 14, 1978) and 15058 (August 11, 1978) 43 FR 
17419 and 43 FR 36732. 


27 The ITS also contemplates the display of 
composite quotation information on the floors of each 
of the participating exchanges so that brokers on 
participating exchanges will be able to determine 
readily the best bid and offer for a particular multiply- 
traded security available from any participant. 
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connection with implementation of the ITS Plan, the 
participants requested that the Commission either 
amend Rule 17a-15 under the Act or issue an exemptive 
order pursuant to paragraph (h) of that Rule to permit 
the deletion of market identifiers from moving ticker 
displays for all transactions effected in any market 
center participating in the ITS (including transactions 
not effected through, and securities not traded in, the 
system). The participants also requested relief from 
Rule 17a-15 to permit vendors discretion to delete 
market identifiers from all consolidated last sale 
displays on interrogation devices. 


In response to this request, on April 14, 1978, the 
Commission issued conditional exemptions to the 
Consolidated Tape Association (“CTA’’), which 
administers the Joint Plan and the consolidated 
system, and the Securities Industry Automation 
Corporation (“SIAC”), the processor of the consoli- 
dated system, from the market identification require- 
ments of Rule 17a-15 insofar as such requirements 
apply to moving ticker displays. However, the 
Commission also noted that, in its view, removal of 
market identifiers for only those market centers 
participating in ITS would be discriminatory and anti- 
competitive as to those market centers whose trans- 
actions would continue to be reported with identifiers. 
Accordingly, the Commission granted a temporary 

exemption (“temporary exemption”) from Rule 17a-15 
conditioned upon the removal, as soon as technically 
feasible, of market identifiers on moving ticker 
displays for all transactions as to which last sale 
information is reported in the consolidated system, 





28 See Securities Exchange Act Release No. 14662 
(April 14, 1978) (the “Exemptive Order”), 43 FR 17422. 


29 The exemption was to continue in effect until such 
time as the Commission took final action with respect 
to the ITS participants’ request that the Commission 
issue an order pursuant to Section 11A(a)(3)(B) of the 
Act with respect to the planning, development, 
operation or regulation of ITS in accordance with the 
ITS Plan, or 120 days from the date of the order, 
whichever occurred first. /d. at 8, 43 FR at 17423. On 
August 10, 1978, the Commission extended its 
temporary approval of the ITS Plan for a period of 
twelve months from the date of that order. See 
Securities Exchange Act Release No. 15058 (August 
11, 1978), 43 FR 26732. Simultaneously, the 
Commission extended the exemption from Rule 17a-15 
for a twelve month period pending the outcome of this 
rulemaking proceeding. Securities Exchange Act 
Release No. 15059 (August 11, 1978), 43 FR 36736. 





regardiess of the market of execution.20 The 
Commission also at that time requested comment with 
respect to this exemption. 


In response to this action, identifiers were removed 
from moving ticker displays with respect to ITS 
participants on April 17, 1978, and with respect to all 
market centers on April 24, 1978. In addition, on April 
25, 1978, the participants to the Joint Industry Plan 
submitted an amendment to the Plan requiring the 
deletion of market identifiers on moving ticker displays 
in accordance with the Exemptive Order. Simul- 
taneously with the issuance of this Release, the 
Commission is also providing public notice of this pro- 
posed amendment to the Plan and in that notice 
specifically requesting public comment on this change 
in the manner of display of transaction reports. 


In granting the temporary exemption, the Commission 
noted that, in its view, although last sale information 
as to individual market centers is valuable to brokers 
and investors, the most important sources of this 
information for such persons are not moving ticker dis- 
plays but rather vendor interrogation devices, news- 
papers and various trade periodicals (e.g., the “Fitch 
Sheets”22): 


Since the proposed deletion of market 
identifiers would not involve deleting this 
information from the high speed data trans- 
mission line used to provide last sale data for 
these other sources, the Commission 
believes that no significant deprivation of 
market information would occur if moving 
tickers were permitted to display last sale 
reports without any market identification. 


In addition, the Commission cited two beneficial 
results which might flow from removal of market 





30 Exemptive Order, supra note 28, at 7, 43 FR at 
17423. 


31 The proposed amendment would also permit 
deletion of identifiers on the consolidated display of 
transaction reports available through interrogation 
devices. However, such a change in the manner of 
display of transaction reports on interrogation devices 
would require an appropriate exemption from Rule 
17a-15 or an amendment to the Rule as is proposed 
here. 


32 Fitch, Stock Sales. 


33 Exemptive Order, supra note 28, at 5, 43 FR at 
17423. 


identifiers from moving ticker displays. First, deletion 
of market identifiers would eliminate reporting dis- 
parities between the primary exchange markets and 
other market centers. Such a result is consistent with 
the underlying purpose of the consolidated 
system—that the mechanism for disseminating trans- 
action reports in multiply-traded securities not 
discriminate with respect to, or exclude, transaction 
reports based upon the market of execution. Second, 
since tape delays are a function of the number of 
characters which must be displayed in connection with 
each transaction, deletion of market identifiers may 
lessen tape delays (particularly during periods of heavy 
trading, such as between 10:00-11:00 A.M. EST) by 
reducing the number of characters necessary to report 
transactions from other than the primary markets. 
Therefore, the Commission determined that it was not 
necessary in the public interest or for the protection of 
investors that, during the limited period the ITS was 
authorized to operate, last sale reports in securities 
eligible for reporting in the consolidated system be 
accompanied by market identifiers when disseminated 
on moving ticker displays. 


In response to the temporary exemption, the 
Commission has received some limited commentary 
generally opposing deletion of market identifiers from 
moving ticker displays because removal no longer 
permits identification of trades which are “out of 
sequence.” In our view, most of these letters do not 
directly address the questions presented by removal of 
market identifiers since the identifiers do not indicate 
late reports or reports which are necessarily out of 
sequence. In view of this limited commentary received 
in response to the temporary exemption and for the 
reasons stated in the Exemptive Order, the 
Commission has determined to include in proposed 
Rule 11Ac1-2 a provision requiring the removal of 
market identifiers on moving ticker displays. However, 
the Commission is specifically requesting comment on 
the effects of removal of market identifiers. The 
Commission is particularly interested in receiving 
views as to whether the temporary exemption has 
achieved ‘the two perceived benefits which the 
Commission noted in the Exemptive Order or whether, 
to the contrary, investors and market professionals 
believe that the loss of market information resulting 
from removal represents a decrease in the availability 
of important market information. 


Similarly, proposed Rule 11Ac1-2 also contains a pro- 
vision which would require the elimination of market 
identifiers from consolidated displays of transaction 
reports available through interrogation devices. 
Although the Commission does not believe that 
progress towards a national market system currently 
justifies total elimination of market identifiers (such 
that interrogation devices would be incapable of dis- 
playing last sale data from individual market 
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centers), 34 elimination of market identifiers from 
consolidated displays available on interrogation 
devices may further the Commission’s overall national 
market system objectives. First, the elimination of the 
market identifier on interrogation device consolidated 
displays would be consistent with and designed to 
achieve certain of the same results as removal of 
identifiers from the moving ticker displays. 
Representatives of the regional exchanges and the 
third market have long argued that market identifiers, 
whether on moving ticker displays or interrogation 
devices, contribute to the dominance of the primary 
market and permit brokers to disregard transaction 
reports from other than the primary market. Although 
the Commission has no evidence that this 
phenomenon in fact occurs, it may be that removal of 
identifiers from moving ticker displays would not result 
in a material loss of important information to brokers 
and investors and may achieve certain national market 
system objectives by equalizing perceptions as to the 
“legitimacy” of transactions in different market 
centers. To the extent removal of market identifiers 
from moving ticker achieves this result, elimination of 
market identifiers on interrogation device consolidated 
displays would appear to be a necessary corollary 
action designed to achieve this same end. 


Furthermore, with the effectiveness of Rule 11Ac1-1 
under the Act and the resultant dissemination of firm 


believes that mgfket identification on interrogation 
device consolidated displays may be reduced impor- 
tance. Historically, last sale reports have been the 
most significant form of market data both to investors 
and market professionals. Therefore, prior to the adop- 
tion of Rule 11Ac1-1, the inclusion of market identifiers 
on interrogation devices seemed necessary to make 
such displays valuable to brokers wishing to identify 
the source of trading activity and, as acorollary matter, 
useful, as an advertising medium, for markets other 
than the primary market. However, the Commission 
believes that the general availability of firm quotations 
in multiply-traded securities will significantly reduce 
the value of last sale information to brokers and dealers 
and eventually assure that quotation information will 
be a primary tool for order routing decisions. 
Therefore, the Commission believes that, since all 
vendor interrogation devices currently, or in the near 
future, will include consolidated quotation displays 
with market identifiers, such market identification for 
last sale reports may no longer be necessary. 


quotations from h market centers, the Commission 





34 if the CTA and SIAC were permitted to eliminate 
market identifiers from all transaction reports 
disseminated to vendors, it would be impossible for 
vendors to create individual market center data bases 
from which to recall individual market last sale data. 
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Finally, the elimination of market identifiers for , 
transaction reports on consolidated displays may © 
prompt or enable vendors to make these displays more 
useful and complete. Proposed Rule 11Ac1-2 would 
require that vendors enhance their consolidated 
displays by including the same information contained 
on individual market displays. One of the justifications 
raised by certain vendors for not including more 
information on their consolidated displays is that the 
market identifier necessarily requires exclusion of 
certain other data.¥Y Therefore, the Commission 
believes that elimination of market identifiers on 
consolidated displays should lead to the improvement 
and further use of these displays. 


Since, on balance, the Commission believes that 
market identification may no longer be necessary on 
interrogation device consolidated displays, proposed 
Rule 11Ac1-2 contains a provision which would require 
its removal. However, the Commission would be 
particularly interested in receiving comment as to the 
necessity of this prohibition. As an alternative, the 
Commission is considering deletion of any market 
identification requirement with respect to interrogation 
device consolidated displays, thereby permitting each 
vendor to determine whether to include such an 
identifier. In addition, the Commission is specifically 
requesting that commentators address whether 
deletion or market identifiers results in a material loss 
of important information to broker-dealers and 
investors with respect to their trading decisions and to 
self-regulatory organizations in attempting to fulfill 
their surveillance obligations.“° The Commission is 
especially concerned that the omission of market 
identifiers may significantly impede the ability of these 





35 Most vendor interrogation devices are capable of 


-displaying only a limited number of different 


characters of information. The inclusion of a market 
identifier for last sale data on certain interrogation 
devices necessarily requires exclusion of other relevant 
data. 


36 Although the Rule would not prohibit a self-- 
regulatory organization from operating or maintaining 
a display of consolidated transaction reports with 
market identifiers, most self-regulatory organizations 
receive last sale data from vendors who would be 
precluded from disseminating this information to their 
other subscribers. It may be that the cost of providing 
consolidated last sale displays with market identifiers 
exclusively to self-regulatory organizations would be 
significant. In that event, the Commission is 
requesting that commentators discuss whether market 
identifiers are necessary to assure proper surveillance 
and provide estimates of the cost of obtaining that 
data. 





persons to determine the location of trading activity 
reported on consolidated displays. 


IV. Consolidated Quotation Information 


On August 1, 1978, Rule 11Ac1-1 under the Act became 
effective. The Rule mages every exchange and 
association to establish?’ and maintain procedures 
and mechanisms for collecting, processing and 
making available to vendors bids, offers, quotation 
sizes and aggregate quotation sizes (“quotation 
information”) in reported securities. The Rule does 
not, however, impose any obligations on vendors to 
display quotation information which is made available 
in accordance with the Rule. In the Quotation Release, 
the Commission explained its rationale for not 
imposing such obligations on vendors at that time: 


[T]he Commission believes that adequate 
dissemination of quotation information will 
be achieved without specified vendor 
requirements formulated by the Commis- 
sion. For example, it appears that prior to 
the effective date of the Rule at least one 
securities information system will be 
providing a montage of quotations 
(including sizes) from all market centers in 
all multiply-traded reported securities. 
Additionally, the Commission believes that 
competitive pressures will assure that each 
of the other vendors will eventually 
implement similar services or, at least, a 
best bid and asked display. The Commis- 
sion will continue to monitor vendor 
progress in providing quotation information 
in a comprehensive and nondiscriminatory 
manner and will reconsider its decision not 
to impose specific obligations on vendors if 
competitive pressures do no assure 
adequate dissemination and display of this 
information. 


In keeping with these statements, since the adoption 
of Rule 11Ac1-1, the Commission’s staff has monitored 
the progress of vendors in developing quotation 
displays. Perhaps the most significant step taken to 
date to enable vendors to display quotations has been 
the implementation of a plan pursuant to which partici- 
pating self-regulatory organizations are making 
available quotation information to vendors in a single 





37 See Securities Exchange Act Release Nos. 14415 
(January 26, 1978) (the “Quotation Release”) and. 14711 
(April 27, 1978) 43 FR 4342 and 43 FR 18556. 


38 Quotation Release, supra note 37 at 37-38, 43 FR at 
4347. (footnote omitted). 


data stream. On July 25, 1978, the NYSE and Amex 
jointly filed a “Plan For the Purpose of Implementing 
Rule 11Ac1-1 under the Securities Exchange Act of 
1934” (“CQ Plan”) with the Commission contemplating 
the formation of a CQ Operating Committee similar in 
concept to the CTA and (i) establishing joint 
procedures to govern the coliection, processing and 
dissemination of quotation information by participat- 
ing market centers; (ii) providing for selection and 
evaluation of an exclusive processor to collect 
quotation information from participating market 
centers and make the information available to quota- 
tion vendors; and (iii) establishing fees relating to the 
receipt of quotation information. On July 27, 1978, the 
Commission issued a temporary order, pursuant to 
Section 11A(a)(3)(B) of the Act, approving the CQ Plan 
for a period of 180 days and noting that “the consoli- 
dated quotation data stream contemplated by the [CQ 
Plan] may provide an appropriate basis for the creation 
of a composite quotation system—an essential 
element of a national market system... . ”39 Since 
that time the BSE, MSE, Phix and PSE have signed the 
CQ Plan and the NASD has indicated its intention to 
join under certain circumstances. 


The implementation of the CQ Plan and the 
effectiveness of Rule 11Ac1-1 have also facilitated 
significant improvements in the quotation displays 
made available by certain vendors. For example, one 
vendor who had previously offered a composite best 
bid and asked quotation display with size from only a 
limited number of markets, has made necessary pro- 
gramming changes to include in its calculations 
quotations from all markets disseminating quotations 
pursuant to the CQ Plan as well as the CSE. Similarly, 
another vendor which had previously provided a 
montage display of quotations without size from a 
limited number of market centers has expanded that 
display to include quotations and sizes from all market 
centers making available quotations through the CQ 
Plan. 


Discussions between the Commission’s staff and each 
of the major vendors of market information have 
indicated that most vendors are in the process of 
further enhancing their quotation display facilities. 
However, these discussions have also indicated a 
hesitancy on the part of at least certain vendors to 
expend the capital necessary to develop composite 
quotation displays without some indication from the 
Commission as to the nature of an acceptable display. 
These discussions have convinced the Commission 
that further development in the display of quotation 





39 Securities Exchange Act Release No.15009 (July 28, 
1978) at 18, 43 FR 34851, 34856. 
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information may, in fact, be impeded because the 
Commission has not specified minimum display 
requirements with respect to quotations. Therefore, 
the Commission is at this time proposing that Rule 
11Ac1-2 include minimum quotation display require- 
ments. The Rule would require that every vendor 
making available quotations in reported securities 
provide, at a minimum, a consolidated quotation 
display indicating the highest bid and lowest offer, 
with size, from any market center making available 
quotations in accordance with Rule 11Aci-1, and an 
identifier indicating the market or markets responsible 
for such bid or offer.49 The Rule would also specify the 
manner of calculating the best bid and offer in the 
event that more than one market center were making 
available bids or offers at the same price. The Rule as 
proposed sets forth two alternative formulas for 
determining the best bid or offer. One formula would 
require selection of the best bid or offer first on the 
basis of price (i.e., the highest bid or lowest offer), 
then on the basis of time of receipt by the vendor (i.e., 
the first bid or offer received at such price), then on the 
basis of the largest size. The other formula would 
require selection of the best bid or offer first on the 
basis of price, then on the basis of largest size, then on 
the basis of time.*' The Commission is specifically 
requesting that commentators indicate which of these 
two formulas would be preferable or whether, as an 
alternative, the Commission should permit vendors to 
calculate the best bid and offer in either fashion, 
provided that the method of calculation is clearly 
disclosed to subscribers. 


The Rule would also permit vendors to display a 
montage of quotations and quotation sizes, provided 
that quotation information from every market center is 
displayed separately other than third market quota- 
tions which may be represented by a single bid and 
offer identified by market maker representing the 
highest bid and lowest offer of all third market makers. 
In addressing this aspect of the Rule, commentators 
may wish to address whether the Commission should 
specify the exact nature of any quotation montage if a 
vendor also provides a consolidated best bid and offer 
display and, in particular, whether the Rule should 
continue to preclude vendors from providing hybrid 
montage and best bid and offer displays other than as 
specified with respect to third market quotations.42 





40 Such as display would also have to be available by 
means of the simplest and most prominent form of 
inquiry. See discussion supra. 


41 This formula is currently used by participants in the 
ITS for display on their floors. 


42 For example, the Rule would prohibit a vendor from 
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Additionally, commentators may wish to comment on 
the Rule’s requirement that vendors provide a best bid 
and offer display notwithstanding the fact that they 
provide a complete montage. 


V. Unlisted Securities and Representative Bid and 
Offer. 


In formulating minimum display requirements 
applicable to vendors who make available quotation 
information in reported securities, the Commission 
has also examined the manner of display of real-time 
quotations for unlisted (“OTC”) securities. The only 
quotation vendor now disseminating such quotations 
is NASDAQ, Inc., the wholly-owned subsidiary of the 
NASD, which operates the National Association of 
Securities Dealers Automated Quotation (“NASDAQ”) 
system. Although only a small portion of OTC 
securities are included in the NASDAQ system,44 trad- 
ing in those securities accounts for an overwhelming 
percentage of both the dollar value and share volume of 
trading in the OTC market. 


There are three types of NASDAQ services, denoted 
“Level 1,” “Level 2,” and “Level 3,” available to NASDAQ 
SUBSCRIBERS. Level 1, which is used primarily by 
registered representatives of broker-dealer firms does 
not display the actual quotations of specified market 
makers. It displays, instead, for each security quoted 
in the NASDAQ system, a single “representative bid 
and ask” quotation (“RBA”) consisting of the median 
bid and (approximately) the median offer price of all 
registered market makers*Y’ who have entered quota- 





providing a display showing the bid, offer and 
quotation size with respect to a particular security from 
the NYSE and the PSE while showing only the best bid 
and offer, with size and market identifier, from all other 
reporting markets. 


43 The NASD owns NASDAQ Inc. and rules relating to 
the operation of the system appear as Schedule D of 
the NASD’s by By-Laws. NASDAQ, Inc. is registered 
with the Commission, pursuant to Section 11A(b)(3) of 
the Act, as an exclusive processor. 


44 For its securities to be eligible for inclusion in the 
NASDAQ system, an issuer must have at least 
$1,000,000 in total assets and $500,000 in net assets, a 
minimum of 100,000 shares outstanding, and a 
minimum of 300 shareholders of record. NASD 
By-Laws, Schedule D, Part Il. B and C. In addition, the 
issuer must pay an issuer quotation fee if it wishes to 
have its securities quoted in the system. /d. at Part V. 


45 Anyone wishing to make a market in a 
Continued on following page 





tions for that security into the NASDAQ system.46 
Level 2, which is generally used by traders and large 
institutional investors, displays, in a montage, with 
respect to each security quoted in the NASDAQ 
system, the bid and offer prices of each registered 
market maker who enters quotations for that security 





Continued from preceding page 


NASDAQ-quoted security and to have his quotations 
for that security displayed on NASDAQ terminals is 
required to be an NASD member and to register with 
the NASD as a market maker. Registered market 
makers are subject to various obligations and restric- 
tions set forth in the NASD’s By-Laws. See NASD 
By-Laws, Schedule D at Part |.©.3. 


46The nature of the RBA is described in the design 
specifications of the NASDAQ system as follows: 


Representative Bid and Ask—The representative bid for 
a NASDAQ security is the median of all bids entered 
into the NASDAQ system by registered NASDAQ 
market makers. The representative ask for a NASDAQ 
security is the figure determined by adding the median 
of all spreads to the representative bid (a spread is the 
difference between the bid and ask of registered 
NASDAQ market makers). 


When there is an even number of quotes for a security, 
the median values are determined by rounding down 
both the bid and the spread. 


Computation of the RBA may be illustrated as follows: 


XYZ Corp 
Market Maker Ask Spread 
16-1/2 
16-1/2 
16-1/2 
16-3/8 
16-3/8 
16-1/4 


3/8 
1/2 
1/2 
3/8 
1/2 
3/8 


Although there is an even number of bids, it makes no 
difference whether #3 or #4 is used as the median; 
either way the median bid is 16. However, the median 
spread could be either 1/2 or 3/8. Following the 
practice of rounding down (set forth in the NASDAQ 
design specifications quoted above), 3/8 is chosen. 
Therefore, the ask side of the RBA is 16-3/8. Thus, 
although the highest bid and lowest asked price 
displayed on Levels 2 and 3 would be 16-1/8—16-1/4, 
if market maker #1 did not enter a quotation, the RBA 
would simply be 16 (the median bid)—16-1/2 (the 
median bid plus the median spread of 1/2). 


into the NASDAQ system. Level 3, which is available 
only to registered market makers,4” displays the same 
information as Level 2 and also permits market makers 
to enter and update bid and offer quotations. 


When the NASDAQ system was being developed in the 
late 1960’s the NASD advised the Commission that it 
expected that Level 1 service would be used primarily 
by retail salesmen. It expected, therefore, that retail 
customers probably would not be advised of the actual 
quotation information displayed on Level 2 and 3 
terminals, but would be quoted the price information 
immediately available to the registered representatives 
with whom they dealt, i.e., the information displayed 
on Level 1. When informed of the NASD’s plan to 
display “representatives” quotations on Level 1,49 the 
Commission questioned the usefulness of “median” 
information to retail customers and suggested that a 
more meaningful display for Level 1 might be the 
highest market maker bid price and the lowest market 
maker offer price (“best bid and offer’). The 
Commission indicated that, in its view, a quotation 
consisting of the best bid and offer would be more 
accurate, as a reflection of the prevailing market for a 
security, than a median quotation. However, in recog- 
nition of the potential of the NASDAQ system to 
improve the quality of the OTC market, the 
Commission deferred to the NASD and did not raise 
any objection at that time to the display of the RBA on 
Level 1. The Commission did, however, indicate to the 
NASD that this question could be more fruitfully 
explored after some experience had been gained with 
the operaton of the NASDAQ system and that it might 
re-examine this issue after the system became 
operational. The NASDAQ system has been in 
operation for seven years, and the Commission 
believes that it is now appropriate to re-examine the 
considerations which initially led it to permit the 
display of RBA on Level 1. 


Information supplied by the NASD and representatives 





47NASD By-Laws, Schedule D, at Part 1.C.2. 


48The same computer hardware is used for Levels 2 
and 3. Certain keys are adjusted to permit the entry of 


quotations if the subscriber is a registered market 
maker. 


49The Level 1 display initially proposed by the NASD 
was somewhat different from the RBA display now in 
use. The NASD’s initial proposal was to display on 
Level 1, with respect to each security quoted in the 
NASDAQ system, the median of all bid prices and the 
median of all asked prices for that security entered into 
the system. 
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of the securities industry indicates that broker-dealer 
firms tend to supply their registered representatives 
who deal with the public with Level 1 service 
exclusively.59 Level 2 and 3 services are generally 
maintained by broker-dealer firms in their trading 
rooms for use in connection with trading and market 
making activities. Because registered representatives 
of the larger wirehouses cannot for practical reasons 
communicate orally with the trading rooms of their 
firms on a continuous basis to obtain real-time 
quotations, retail customers of these firms generally 
do not have access to the information provided by 
Level 2 and 3 services. Moreover, many smaller, 
non-clearing firms do not subscribe to Level 2 or Level 
3 service and thus are only able to supply their 
customers with information available on Level 1.51 
Therefore, since most retail customers generally 
cannot obtain real-time quotations for NASDAQ 
securities other than through the registered 
representatives with whom they deal, the practical 
effect of displaying the RBA on Level 1 is that the vast 
majority of retail customers are informed only of the 
RBA. 


The Commission believes that the behavior of some 
broker-dealers in executing their customers’ order 
may be affected by the knowledge that their customers 
do not have access to the best bid and offer then 
available. For example, some commentators have 
noted that certain broker-dealers execute customers’ 
orders at the RBA displayed on Level 1 without first 
attempting to obtain more favorable executions. 
Furthermore, at the Commission’s hearings in August 
1977 considering the amendment of off-board trading 
rules (‘‘off-board hearings’’),Y“ one commentator 
stated that an integrated firm may deal with its own 
retail customers at the RBA quoted on Level 1 despite 
the fact that the firm’s quotations, as a market maker in 
NASDAQ, were at a better price.o9 





S0The cost of Level 1 service, which is made available 
via interrogation devices provided by vendors other 
than NASDAQ, Inc., is significantly lower than the cost 
of Level 2 or Level 3 service. See NASD By-Laws, 
Schedule D, Part IV. 


514s of December 30, 1977, the combined total of Level 
2 and Level 3 subscribers was 499, and the approximate 
number of Level 1 subscribers was 1,900. NASD, The 
NASDAQ/OTC Market Fact Book 1977, at 3. 


S2See Securities Exchange Act Release No. 13662 
(June 23, 1977), 42 FR 33510. 


53Prepared statement of the Midwest Stock Exchange, 
Incorporated, August 4, 1977, at 47, in File No. 4-180. 
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The Commission believes that it is only feasible for a 
customer to police his broker’s efforts to obtain best 
execution if he receives information as to the best bid 
or offer available at the time he places an order to buy 
or sell a NASDAQ-quoted security. A retail customer 
who is informed only of the RBA at that time cannot 
properly evaluate the quality of execution and price of 
services rendered by the broker-dealer handling his 
order. This is particularly true when a broker-dealer has 
executed an order as principal and has confirmed the 
transaction “net” to the customer because there is 
currently no required disclosure of the amount of retail 
mark-up or mark-down included within the “net” 
price.°4 In addition, retail customers who are not 
knowledgeable about the operation of the over-the- 
counter markets may believe that the RBA quotation 
they generally receive for a NASDAQ-quoted security 
actually is the best bid or offer available for that 
security. 


The Commission is aware that a broker-dealer who has 
executed a customer’s order at a price other than the 
best bid or offer may have had justifiable reasons for 
doing so (e.g., the best bid or offer may not have been 
firm for the size of the customer’s order; the cost of 
execution and clearing with the market maker 
responsible for the best bid or offer might off-set the 
price advantages to the customer; or the broker might 





54Securities Exchange Act Rule 15c1-4 (17 CFR § 
240.15c1-4) requires a broker-dealer executing a 
customer’s order as agent to provide the customer with 
written notification of the amount of any commission 
or other remuneration received by the broker-dealer in 
connection with the transaction. The Rule does not, 
however, currently impose a similar requirement on a 
broker-dealer executing a customer’s order as 
principal. The Commission has, however, included in 
its recently adopted amendments to Rule 10b-10 a 
requirement that broker-dealers disclose their 
mark-ups or mark-downs to customers when engaging 
in so-called “riskless principal” transactions (i.e., 
when buying a security, as principal, from a market 
maker and re-selling to the customer at a higher price 
including a mark-up (or at a lower price including a 
mark-down in the care of an order to sell). Securities 
Exchange Act Release No. 15219 (October 6, 1978) 43 
FR 47495. Broker-dealers would not, however, be 
required to disclose their mark-up or mark-down when 
acting as a market maker or engaging in “risk” principal 
transactions (a transaction in which a broker-dealer 
sells securities to a customer out of its bona fide 
inventory or takes a customer’s securities into its bona 
fide inventory). Presumably, most broker-dealers 
executing customer orders in this manner would 
continue to advise their customers only of “net” prices; 
i.e., including any mark-up or mark-down. 





have reason to believe it imprudent to deal with the 
dealer responsible for the best quotation). We are also 
aware that, in such circumstances, a customer’s 
knowledge of the best bid or offer might necessitate an 
explantion by the executing broker-dealer of the facts 
and circumstances underlying his decision to execute 
the order at a price inferior to the best bid or offer. 
However, it would not appear that providing such an 
explanation would constitute an unduly heavy burden. 
Moreover, the Commission believes that the benefits to 
be achieved by dissemination of the best bid or offer 
would justify the imposition of such a burden. There- 
fore, the Commission has tentatively concluded that 
there is no valid regulatory purpose for denying this 
important market information to public investors. 


Accordingly, the Commission has included in 
proposed Rule 11Ac1-2 provisions requiring that every 
interrogation device providing quotation information 
with respect to OTC equity securities display, at a 
minimum, the highest bid and the lowest offer for each 
such security. Proposed Rule 11Ac1-2 would also 
prohibit the display of any representative bid or offer 
for a security—i.e., any price for a security which is the 
mean, median, mode, or weighted average of two or 
more bids or offers or is the result of some other 
mathematical calculation based on the bid or offer of 
one or more market makers. 


In publishing these proposals, the Commission in 
particular seeks comment on the perceived effects of 
this regulation on the over-the-counter market. It has 
been asserted on various occasions that, possibly 
because of inherent differences between dealer and 
auction markets, some innovations which improve the 
quality and efficiency of the markets for securities 
which are suitable for auction-type trading would have 
a deleterious effect on over-the-counter markets for 
other types of securities. For example, during the off- 
board hearings, the NASD suggested that last sale 
reporting of transactions in OTC securities might 
discourage market making in those securities, thus 
decreasing liquidity in the over-the-counter market.9© 





S5Because the display of representative quotation 
information for reported securities might possibly 
produce some of the same ill effects flowing from the 
RBA with respect to OTC securities—and, indeed, 
might counteract some of the benefits sought to be 
achieved through the adoption of Rules 11Ac1-1 and 
11Ac1-2—the prohibition against dissemination of 
representative quotations would apply to reported 
securities as well as to OTC securities. 


56in the Matter of Off-Board Trading Rules, Securities 
and Exchange Commission File No. 4-180, transcript 
pp. 1044-46, August 16, 1977. 


It also implied that the display of best bid and ask 
prices on Level 1 of NASDAQ would have similar 
effects.°’ in commenting on the provisions of Rule 
11Ac1-2 which are applicable to securities other than 
reported securities, persons should specifically 
address these concerns. 


Vi. Description of Proposed Rule 11Ac1-2. 


Proposed Rule 11Ac1-2 would set forth comprehensive 
requirements with respect to the display of transaction 
reports and last sale data in reported securities°8 and 
quotations and quotation information in subject 
securities which are defined to include all reported 
securities as well as any other equity security as to 
which transaction reports, last sale data or quotation 
information is disseminated through an electronic 
inter-dealer quotation system owned and operated, 
either directly or indirectly, by an association. 


The Rule would apply to any vendor, j.e., any securities 
information processor or self-regulatory organization 
engaged in the business of disseminating transaction 
reports, last sale data or quotation information with 





S7id. at 1046. 


58The terms “transaction reports,” “last sale data,” 
and “reported securities” are defined in paragraph 
(a)(1) of the proposal to have the same meaning as pro- 
vided in Rule 11Ac3-1. See Rule 11Aa3-1 Release at 
note 62, supra. 


S9The terms “quotations” and “quotation information” 
are defined in paragraph (a)(3) of the Rule. With 
respect to reported securities, these terms mean bids, 
offers, quotation sizes and aggregate quotation sizes 
as defined in Rule 11Ac1-1. With respect to any other 
subject security, these terms are defined as the most 
recent bid price or offer price of an over-the-counter 
market maker disseminated through an electronic 
inter-dealer quotation system owned and operated, 
directly or indirectly, by an association. An “over-the- 
counter market maker” is defined in paragraph (a)(13) 
of the Rule as any broker or dealer who is authorized by 
an association which owns and operates, directly or 
indirectly, an electronic inter-dealer quotation system 
to disseminate quotations through that system in a 
particular security and who makes such quotations 
available through that system on a regular and con- 
tinuous basis. 


60Proposed Rule 11Ac1-2(a)(2). At present the only 
such inter-dealer quotation system is NASDAQ. See 
note supra. 
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respect to any subject security to brokers or dealers on 
a real-time or other current and continuing basis 
through an electronic communications network (such 
as the ticker network), moving ticker or interrogation 
device.°' However, the Rule specifically excludes from 
this definition any securities information processor or 
exchange when disseminating market information on 
the floor of an exchange,°* thereby permitting an 
exchange to make available to its members market 
information for trading and surveillance purposes 
which would otherwise be precluded by the Rule. The 
Rule would also prohibit any broker or dealer from 
operating or maintaining any display of market data 
— a vendor would be precluded from making avail- 
able. 


A. Last Sale Data 


With respect to the display of transaction reports and 
last sale data, the Rule would maintain certain display 
requirements currently contained in Rule 17a-15. 4 
Specifically, it would require that no moving ticker 
display exclude transaction reports on the basis of the 
market of execution.°Y In addition, the Rule would 
continue to require® that any vendor making available 
on an interrogation device last sale data with respect to 
a particular reported security also make available on 
that device a consolidated last sale display with 
respect to that security .97 The consolidated last sale 
display would be required to include the price of the 
most recent transaction report for that security 
reported by any market center pursuant to an effective 
transaction reporting plan as well as the volume of that 
transaction report or the cumulative volume of all 
transaction reports for that security reported pursuant 
to an effective transaction reporting plan during the 





81 Proposed Rule 11Ac1-2(a)(12). 


62iq. 
63proposed Rule 11Ac1-2(e). 


64Proposed Rule 11Ac1-2(b)(2)(iv). 


65The Commission’s current interpretation of Rule 
17a-15 requires vendors to provide such a display. See 


the Interpretive Release, supra note 3 at 6, 40 FR at 
15463. 


66Proposed Rule 1 1Ac1-2(b)(2)(i). 


871g. See Proposed Rule 11Ac1-2(a)(7) which defines 
the term “consolidated price.” 
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trading day.68 


In addition to the display requirements contained in 
Rule 17a-15, the Rule would impose, effective as of 
March 1, 1979, additional display requirements with 
respect to last sale data which are designed to assure 
the availability and comparability of consolidated last 
sale data. The Rule would require that the consolidated 
last sale display available on an interrogation device be 
available by means of the simplest and most prominent 
retrieval instructions.°% Thus, it would no longer be 
permissible for a vendor to provide last sale data from 
an individual market center in response to an inquiry 
consisting of the consolidated system symbol plus a 
request or transmit key while providing consolidated 
last sale data in response to an inquiry consisting of 
the consolidated system symbol, an additional key 
plus the request or transmit key. In addition, if a vendor 
were to provide both the consolidated last sale display 
and an individual market center display in response to 
an inquiry consisting of an equal number of key 
strokes, the request key used to obtain the 
consolidated display must be more prominent (in 
terms of its label, location, size, or a combination of 
these or other factors) than the key used to obtain 
individual market last sale data. 


In addition to assuring that consolidated last sale data 
is available on an interrogation device by means of 
easiest access, the Rule would also require that 
vendors provide consolidated market data and 
monitoring services on their interrogation devices 
which are comparable to the data and services available 
on an individual market basis. The Rule would require 
vendors to provide, on the consolidated last sale 
display for a particular reported security, all of the 
same market data that is available on any individual 
market display.‘Y Thus, for example, if a vendor made 
available an individual market display for a particular 
reported security which included last sale, bid, offer, 
open, high, low, close, volume, price earnings ratio, 
dividend rate and time of last news, the consolidated 
last sale display for that security would be required to 
contain all of the same data on a consolidated basis, 
where applicable. In addition, the Rule would require 
that any vendor providing a market minder’' with 





6819. See Proposed Rule 11Ac1-2(a)(8) which defines 
the term “consolidated volume.” 


69yq). 


70Proposed Rule 11Ac1-2(b)(2)(v). 


71The term “market minder” is defined in paragraph 
(a)(18) of the Rule as any service provided by a vendor 
Continued on following page 





respect to any reported security based upon 
transaction reports from an individual market also 
provide that same market minder service for that 
security on a consolidated basis. 


The Rule would also contain provisions which are 
designed to assure that transaction reports and last 
sale data from individual market centers are available 
on a non-discriminatory basis. First, on and after 
March 1; 1979, vendors would be precluded from 
identifying the market of execution of transactions 
reports or last sale data displayed on either moving 
tickers or the consolidated last sale display available 
on an interrogation device.‘Y Second, vendors would 
be required to equalize access to last sale data from 
individual market centers available on their 
interrogation devices. The Ruie wouid require that any 
vendor providing last sale displays from more than one 
individual market center, make all such displays 
available in response to an equal number of key 
strokes.‘* Therefore, after March 1, 1979, it would no 
longer be permissible for a vendor to provide “primary” 
market last sale data in response to an_ inquiry 
consisting of the consolidated system symbol and a 
request key while providing iast sale data, for example, 
from a regional exchange in response to an inquiry 
consisting of the consolidated system symbol, a 
market designation and a request key. 


B. Quotation Information 


With respect to the display of quotation information, 
the Rule would set forth certain minimum display 
requirements, effective as of March 1, 1979, which are 
designed to assure the availability of bids, offers, 
quotation sizes and aggregate quotation sizes made 
available pursuant to Rule 11Ac1-1 and quotation 
information displayed in an inter-dealer quotation 
system (such as NASDAQ) which is owned and 
operated by an association. The Rule would require 
that any vendor which displays quotation information 
with respect to a particular subject security on an inter- 
rogation: device also make available on that device a 
consolidated quotation display with respect to that 
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on an interrogation device (other than a moving ticker 
display) which permits monitoring, on a dynamic basis 
in a single display, of transaction reports or last sale 
data with respect to two or more reported securities. 


72Proposed Rule 11Ac1-2(b)(2)(vi). 
73Proposed Rule 11Ac1-2(b)(2)(iii). 


74Proposed Rule 11Ac1-2(b)(2)(ii). 


security.’5 The consolidated display would be required 
to be available by means of an access inquiry involving 
a lesser number of key strokes than is used to obtain 
quotation information from any individual market 
center and would be required to display (i) the highest 
bid and lowest offer from any market center making 
available quotation information for that security, 76 (ii) 
an identifier indicating the market center responsible 
for that best bid and best offer, and, (iii) in the case of 
a reported security, the quotation size or aggregate 
quotation size associated with that bid and offer. 


The Rule would also set forth the manner of calculating 
the best bid and offer.”8 As published, the Rule sets 
forth two alternative formulas for determining the best 
bid or offer. Both formulas require the use of price as 
the first factor for determining the best bid or coffer, 
i.e., the best bid would be the bid which is highest in 
price and the best offer would be the offer which is 
lowest in price. However, the formulas would differ in 
terms of the manner of selecting between two or more 
bids or offers at identical prices. One formula would 
require selection of the best bid or offer first on the 
basis of time, i.e., the bid or offer received earliest in 
time by the vendor would be the best.’9 The other 





75Proposed Rule 11Ac1-2(c)(2)(i). 


76This requirement is identical to the Rule’s access 
requirement with respect to last sale data. 


77 with respect to reported securities, a vendor would 
be required to include quotations from all market 
centers making available quotations in accordance 
with Rule 11Ac1-1. With respect to all other subject 
securities, a vendor would be required to include quo- 
tations from all over-the-counter market makers, /.e., 
all broker-dealers making available quotations in 
subject securities in an electronic inter-dealer 
quotation system such as NASDAQ. Proposed Rule 
11Ac1-2(a)(6)(ii), (a)(13) and (a)(14). 


78Proposed Rule 11Ac1-2(c)(2)(i). 


79The Rule would not specify the manner of 
determining when a bid or offer is received. The 
Commission is aware that SIAC currently calculates 
the best bid and offer of ITS participants for use in ITS 
by use of an algorithm which deems any change of 
price or size data as an entirely new bid and offer. 
Thus, if a market center had made available a quotation 
consisting of a bid of 20 with a size of 400 and an offer 
of 20-1/4 and a size of 200 and the market center 
changed its bid size to 500 shares, SIAC, upon 
receiving this change, would assume that the market 


Continued on following page 
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formula would first rank bids or offers at identical 
prices by size (i.e., the bid or offer with the largest 
quotation size or aggregate quotation size would be the 
best) and then, as between bids or offers at identical 
prices with identical sizes, on the basis of time. The 
Commission currently contemplates selecting one of 
these formulas for inclusion in the Rule rather than 
permitting each vendor to select from alternative 
formulas set forth in the Rule. 


The Rule would also permit vendors to make available 
quotation information (including size)?' with respect 
to individual market centers on their interrogation 
devices either upon separate inquiry (provided that 
inquiry access routines for all market centers contain 
an equal number of key strokes) or ina montage.82 The 
quotation montage would be required to state 
separately the quotation of every market center, 
except, in the case of a montage of quotations with 
respect to a reported security, all third market maker 
quotations could be consolidated into a best third 
market bid size and best third market offer with size, 
each identified by the particular third market maker 
responsible for the bid or offer.84 





Continued from preceding page 

center had entered an entirely new bid and offer. The 
market center would thus lose whatever time priority it 
had established. One vendor proposing to provide its 
subscribers with a best bid and offer composite 
quotation display has indicated that it is considering 
an algorithm which would change time priority for a 
particular bid (of offer) only when the price of that bid 
(or offer) has changed. The Commission solicits 
comments on these alternative methods of determining 
time priority of quotations. In particular, comment- 
ators should address whether the Rule should specify 
the method of calculating time priority and if so, what 
method should be used. 


80See discussion, supra. 


81The Rule would require that every quotation with 
respect to a reported security include a quotation size 
or aggregate quotation size. Proposed Rule 
11Ac1-2(c)(2)(iv). 


82Proposed Rule 11Ac1-2(c)(2)(ii). 


83yhe Rule would require that the calculation of the 
best ‘*hird market bid and offer be based upon the same 
formula as is used to calculate the best bid and offer 
from all reporting markets. 


84Proposed Rule 11Ac1-2(c)(2)(iii). 
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Finally, the Rule would preclude any vendor from dis- 
playing a representative bid or offer with respect to a 
subject security; that is, the Rule would prohibit any 
vendor from displaying any bid or offer which is, or is 
derived from, the mean, median, mode or weighted 
average of two or more bids or offers, or which is 
calculated by adding to or subtracting from an actual 
bid or offer a commission, commission equivalent, 
mark-up or differential. 


C. Joint Display of Last Sale and Quotation 
Information. 


Although the Rule specifies separate minimum display 
requirements for last sale data and quotation 
information, it would permit (and in certain cases 
require) a vendor to combine the consolidated last sale 
display and consolidated quotation display available 
on an interrogation device. The Rule explicitly permits 
such a joint display in paragraph (d). However, if a 
vendor provides both the most recent transaction 
report and quotation for a security from a particular 
market center on a single interrogation device display, 
paragraph (b)(2)(v) of the Rule would require that 
vendor to combine the consolidated last sale and 
consolidated quotation display with respect to that 
security. The Rule does not expressly prohibit a vendor 
from combining, on a single display, consolidated and 
individual market center market information; however, 
such a combination would be precluded by the access 
provisions of the Rule which do not permit access to 
individual market center information by means of the 
same number of key strokes (or prominence of request 
key) as are used to access consolidated information. In 
particular, we are interested in receiving data from the 
self-regulatory organizations, CTA, the participants in 
the CQ Plan and SIAC as to the cost of collecting, 
processing and making available this type of market 
information. We are also interested in receiving an 
explanation of the rationale behind the computer use 
charges and the CQ Plan charges and a reconciliation 
of those charges with the purposes of the Act. Finally, 
the Commission would appreciate comments 
regarding the advisability of retaining display charges 
levied directly on vendor subscribers and whether 
these charges would be more appropriately assessed 
on vendors either as a single charge or on a per display 
basis. 


Vil. Text of Proposed Rules 


The Securities and Exchange Commission hereby 
proposes Rule 11Ac1-2 (17 CFR §240.11Ac1-2) 
pursuant to its authority under the Securities Exchange 
Act of 1934 [15 U.S.C. 78a et seq. , as amended by Pub. 
L. No. 94-29 (June 4, 1975)] and particularly Sectons 2, 
3, 6, 9, 10, 11A, 15, 15A, 17 and 23 thereof [15 U.S.C. 
78b, 78c, 78f 78i, 78), 78k-1, 780, 780-3, 78q and 78w]. 





§240.11Ac1-2 Display of transaction reports and 
quotation information. 


(a) Definitions. For purposes of this section, 


(1) The terms “reported security,” “transaction report,” 
“effective transaction reporting plan,” “non-member 
broker or dealer,” “moving ticker” and” last sale data” 
shall have the meaning provided in §240.11Aa3-1 (Rule 
11Aa3-1 under the Act). 


(2) The term “subject security” shall mean 


(i) any reported security; and 


(ii) any other equity security as to which 
transaction reports, last sale data or 
quotation information is disseminated 
through an electronic inter-dealer quotation 
system owned and operated, directly or 
indirectly, by a national securities associa- 
tionn (“association’’). 


(3) The terms “quotations” and “quotation informa- 
tion” shall mean bids, offers and, where applicable, 
quotation sizes and aggregate quotation sizes. 


(4) The terms “bid” and “offer” shall 


(i) in the case of a reported security, have 
the meaning provided in §240.11Ac1-1 (Rule 
11Ac1-1 under the Act); and 


(ii) in the case of any subject security other 
than a reported security, mean the most 
recent bid price or offer price of an over-the- 
counter market maker disseminated through 
an electronic inter-dealer quotation system 
owned and operated, directly or indirectly, 
by an association. 


(5) The terms “quotation size,” “aggregate quotation 
size,” “third market maker” and “make available” shall 
have the: meaning provided in §240.11Ac1-1 (Rule 
11Ac1-1 under the Act). 


(6) The term “consolidated display” shall mean, with 
respect to a particular reported security, 


(i) any display of last sale data for such 
security, or information derived therefrom, 
based on transaction reports from all market 
centers effecting transactions in such 
security; and 


(ii) any display of quotation information for 
that security based on quotations from all 
market centers making available such 
information for that security. 


(7) The term “consolidated price,” when used with 
respect to a particular reported security, shall mean the 
price of the most recent transaction report for that 
security reported pursuant to an effective transaction 
reporting plan. 


(8) The term “consolidated volume,” when used with 
respect to a particular reported seucrity, shall mean 


(i) the volume of the most recent trans- 
action reported for that security reported 
pursuant to an effective transaction 
reporting plan, or 


(ii) the cumulative volume of all transaction 
reports for that security reported pursuant 
to an effective transaction reporting plan 
during the trading day. 


(9) The term “individual market center last sale 
display” shall mean, with respect to a particular 
reported security, any display of last sale data for such 
security, or information derived therefrom, based on 
transaction reports from a single market center 
effecting transactions in such security, but shall not 
include any moving ticker or market minder. 


(10) The term“individual market center quotation 
display” shall mean, with respect to a particular 
subject security, any display of quotation information 
for that security based on quotations from a particular 
market center disseminating such information for that 
security. 


(11) The term “interrogation device” shall mean any 
securities information retrieval system capable of 
making available transaction reports, last sale data or 
quotation information, upon inquiry, on a current 
basis on a terminal or other display device or by any 
other means. 


(12) The term “vendor” shall mean any securities 
information processor or self-regulatory organization 
engaged in the business of disseminating transaction 
reports, last sale data or quotation information with 
respect to subject securities to brokers or dealers on a 
real-time or other current and continuing basis, 
whether through an electronic communications 
network, moving ticker or interrogation device; 
Provided, however, That no securities information 
processor or national securities exchange (‘‘ex- 
change”) shall be deemed to be a vendor with respect 
to the dissemination of transaction reports, last sale 
data or quotation information on the trading floor of an 
exchange. 


(13) The term “over-the-counter market maker” shall 
mean, with respect to any subject security other than a 
reported security, any broker or dealer who is 
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authorized by any association which owns and 
operates, directly or indirectly, an electronic 
inter-dealer quotation system to disseminate through 
that system quotations in such security, and who 
makes those quotations available through the system 
on a regular and continuous basis. 


(14) The term “market center” shall mean, 


(i) with respect to a reported security, any 
exchange or third market maker which 
effects transactions in such security and 
which collects, processes and makes avail- 
able transaction reports with respect to 
transactions in such security on a current 
basis pursuant to §240.11Aa3-1 (Rule 
11Aa3-1 under the Act); and 


(ii) with respect to a subject security other 
than a reported security, any person acting 
in the capacity of an over-the-counter 
market maker. 


(15) The terms “best bid” and “best offer” 
mean, 


shall 


(i) with respect to quotations for a reported 
security, the highest bid or lowest offer for 
that security made available by any market 
center pursuant to §240.11Ac1-1 (Rule 
11Ac1-1 under the Act); Provided, however, 
That in the event two or more market centers 
make available identical bids or offers for a 
reported security, the best bid or best offer 
(as the case may be) shall be computed by 
ranking all such identical bids or offers (as 
the case may be) [first by time (giving the 
highest ranking to the bid or offer received 
first in time), then size (giving the highest 
ranking to the bid or offer associated with 
the largest size)] [first by size (giving the 
highest ranking to the bid or offer 
associated with the largest size), then by 
time (giving the highest ranking to the bid or 
offer received first in time)]; and 


(ii) with respect to quotations for a subject 
security other than a reported security, the 
highest bid or lowest offer (as the case may 
be) disseminated by an over-the-counter 
market maker in an electronic inter-dealer 
quotation system owned and operated, 
directly or indirectly, by an association. 


(16) The term “moving ticker’ shall mean any 
continuous real-time moving display of transaction 
reports, whether made available on a discrete display 
unit or otherwise, or included on an interrogation 
device. 
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(17) The term “quotation montage” shall mean, with 
respect to a particular subject security, a display on an 
interrogation device which disseminates simultane- 
ously quotations from all market centers disseminating 
quotation information with respect to that security. 


(18) The term “market minder” shall mean any service 
provided by a vendor on an interrogation device (other 
than a moving ticker) which permits monitoring, on a 
dynamic basis in a single display, of transaction 
reports or last sale data with respect to two or more 
reported securities. 


(19) The term “representative bid or offer” shall mean 
any number representing a bid price or an offer price 
(as the case may be) for a particular subject security 
which is (i) the mean, median, mode or weighted 
average of two or more bids or offers of market centers 
disseminating quotation information with respect to 
such security, (ii) calculated with reference to or 
derived from any such mean, median, mode or 
weighted average, or (iii) calculated by adding to or 
subtracting from the bid or offer of any market center 
disseminating quotations with respect to such security 
any number representing a commission, commission 
equiivalent, mark-up or differential. 


(b) Display requirements for transaction reports and 
last sale data. 


(1) No vendor shall distribute, publish, display or 
otherwise make available to brokers and dealers on a 
real-time or other current and continuing basis, 
whether through an electronic communications 
network, moving ticker or interrogation device, trans- 
action reports or last sale data in contravention of the 
provisions of this section. 


(2) Onand after March 1, 1979, the following require- 
ments shall be applicable to the display of transaction 
reports or last sale data with respect to reported 
securities: 


(i) If last sale data with respect to a particular 
reported security is made available by a vendor on an 
interrogation device, such vendor shall make available 
on that device a consolidated display of last sale data 
for such security which shall include, at a minimum, 
the consolidated price and the consolidated volume for 
such security (the “consolidated last sale display”). 
Such consolidated last sale display shall be accessed 
by means of retrieval instruction involving a number of 
key strokes which is fewer than the number of strokes 
required to access any individual market center last 
sale display made available on that device for such 
security; Provided, however, That, notwithstanding the 
above requirement, a vendor may make available on 
that device both the consolidated last sale display and 
any individual market center last sale displays made 





available for such security by means of retrieval 
instructions involving an equal number of key strokes if 
the information request or transmit key for the consoli- 
dated last sale display is the most prominent. 


(ii) Subject to the provisions of subparagraph (b)(2)(i) 
of this section, a vendor may make availabie on an 
interrogation device an individual market center last 
sale display for a particular reported security for any 
market center effecting transactions in such security; 
Provided, however, That all individual market center 
last sale displays for that security which are made 
available on that device shall be accessed by means of 
retrieval instructions involving an equal number of key 
strokes. 


(iii) No moving ticker or consolidated last sale 
display shall identify the market center in which a 
particular transaction in a reported security has been 
executed. 


(iv) No moving ticker or consolidated last sale display 
shall exclude any transaction report or last sale data 
based upon the market center in which a transaction 
has been executed. 


(v) No vendor may provide any category of market 
information (including quotation information) in an 
individual market center last sale display for a 
particular subject security unless that category of 
information is also provided, on a consolidated basis, 
in the consolidated last sale display for that security. 


(vi) No vendor may provide any market minder with 
respect to any reported security based on transaction 
reports from a single market center unless such vendor 
also provides a market minder for such security based 
on transaction reports from all market centers 
reporting transactions in that security pursuant to an 
effective transaction reporting plan. 


(c) Display requirements for quotation information. 


(1) No vendor shall distribute, publish, display or 
otherwise make available to brokers and dealers on a 
real-time or other current and continuing basis, 
whether through an electronic communications 
network, moving ticker or interrogation device, 
quotation information with respect to subject 
securities in contravention of the provisions of this 
section. 


(2) Onand after March 1, 1979, the following require- 
ments shall be applicable to the display of quotation 
information with respect to subject securities: 


(i) If quotation information with respect to a particular 
subject security is made available by a vendor on an 


interrogation device, such vendor shall make available 
on that device a consolidated display of quotation 
information for such security which shall include, at a 
minimum, the best bid and best offer for such security 
and, in the case of a reported security, (A) an identifier 
indicating the market center making available such best 
bid and the market center making available such best 
offer, and (B) the quotation size or aggregate quotation 
size associated with such best bid and the quotation 
size or aggregate quotation size associated with such 
best offer (the “consolidated quotation display”). Such 
consolidated quotation display shall be accessed by 
means of retrieval instructions involving a number of 
key strokes which is fewer than the number of strokes 
required to access any individual market center 
quotation display made available on that device by such 
vendors for such security; Provided, however, That, 
notwithstanding the above requirement, a vendor may 
make available on that device both the consolidated 
quotation display and any individual market center 
quotation display made available for such security by 
means of retrieval instructions involving an equal 
number of key strokes if the information request or 
transmit key for the consolidated quotation display is 
the most prominent. 


(ii) Subject to the provisions of subparagraph (c)(2)(i) 
of this section, a vendor may make available on an 
interrogation device 


(A) an individual market center quotation display for a 
particular subject security for any market center 
making available quotation information for such 
security; Provided, however, That all individual market 
center quotation displays for that security which are 
made available on that device shall be accessed by 
means of retrieval instructions involving an equal 
number of key strokes; or 


(B) either separately or as part of the consolidated 
quotation display, a quotation montage for that 
security. 


(iii) No consolidated quotation display or quotation 
montage made available on an interrogation device 
shall exclude any quotation information based upon 
the market center making available such information; 
Provided, however, That for purposes of making avail- 
able the consolidated quotation display or a quotation 
montage for any reported security, quotation 
information from all market centers which are third 
market makers may be consolidated to derive a best bid 
and offer for all such market centers if such 
interrogation device is capable of displaying, either 
separately or as part of the consolidated quotation dis- 
play or quotation montage, (A) an identifier indicating 
the market center making available such best bid and 
the market center making available such best offer, and 
(B) the quotation size associated with such best bid 
and the quotation size associated with such best offer. 
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(iv) Each individual market center quotation display 
or quotation montage for a particular reported security 
shall include the quotation size or aggregate quotation 
size associated with each bid or offer disseminated as 
part of such display or montage. 


(v) No vendor may provide on any interrogation 
device a representative bid or offer with respect to any 
subject security. 


(d) Joint display of transaction reports and quotation 
information. 


Subject to the provisions of paragraphs (b)(2)(i) and 
(c)(2)(i) of this section regarding the means of access 
to consolidated last sale displays and consolidated 
quotation displays, a vendor may combine the 
consolidated last sale display and the consolidated 
quotation display for a particular subject security. 


(e) Applicability to brokers and dealers. No broker 
or dealer may operate or maintain any display of trans- 
action reports, last sale data or quotation information 
which would not be permitted to be made available by a 
vendor under paragraphs (b) or (c) of this section. 


(f) Exemptions. The Commission may exempt from 
the provisions of this section, either unconditionally or 
on specified terms and conditions, any securities 
information processor, self-regulatory organization, 
broker, dealer or specified subject security if the 
Commission determines that such exemption is 
consistent with the public interest, the protection of 
investors and the removal of impediments to, and per- 
fection of the mechanisms of, a national market 
system. 


(Secs. 2, 3,6, 9, 15, 17, 23, Pub. L. No. 78-291, 48 Stat. 
881, 882, 885, 889, 891, 895, 897, 901, as amended by 
Secs. 2, 3, 4, 11, 14, 18, Pub. L. No. 94-29, 89 Stat. 97, 
104, 121, 137, 155 (15 U.S.C. 78b, 78c, 78f, 78i, 78), 
780, 78q, 78w, as amended by Pub. L. No. 94-29 (June 
4, 1975)); Sec. 1, Pub. L. No. 75-719, 52 Stat. 1070, as 
amended by Sec. 12, Pub. L. No. 94-29, 89 Stat. 
127-131 (15 U.S.C. 780-3, as amended by Pub. L. No. 
94-29 (June 4, 1974)); Sec. 7, Pub. L. No. 94-29, 89 
Stat. 111 (15 U.S.C. 78k-1).) 


Vill. Withdrawal of Prior Interpretation 


The Securities and Exchange Commission hereby with- 
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draws its Interpretive Response to Question 9 set forth 
in Securities Exchange Act Release No. 11317, 40 FR 
15461, 15462. 


IX. Effects on Competition and Request for Public 
Comment 


Section 23(a)(2) of the Act requires the Commission, in 
adopting rules under the Act, to consider the anti- 
competitive effects of such regulation and to balance 
any anti-competitive impact against the regulatory 
benefits gained in terms of furthering the purposes of 
the Act. The Commission has, as an initial matter, 
examined the proposals announced in this Release in 
light of the standards cited in Section 23(a)(2) and is 
aware tht certain of these proposals might be deemed 
to affect the ability of vendors to compete. The 
minimum display requirements set forth in Rule 
11Ac1-2 prohibit a vendor from presenting certain 
types of displays and require (under certain circum- 
stances) other types of displays thereby precluding 
vendors from competing in terms of making available 
these prescribed displays. Moreover, we understand 
that the cost of compliance with Rule 11Ac1-2 may, in 
some instances, be considered to have an impact on 
competition between existing vendors as well as on 
persons seeking to enter into that field. However, as a 
preliminary matter, we believe that these and the other 
perceived anti-competitive effects of these proposals 
are far outweighed by the regulatory purposes to be 
achieved by the proposals. The Commission’s mandate 
under Section 11A(a) of the Act to facilitate the 
establishment of a national market system and its 
authority granted under Section 11A(c) to prevent the 
dissemination of fraudulent, deceptive or manipulative 
transaction and quotation informaion and to assure the 
broad dissemination of accurate and reliable last sale 
and quotation data in a fair and useful format would 
appear to be significantly furthered by the adoption of 
these proposals. However, in addressing the regulatory 
proposals discussion in this Release, commentators 
should specifically address the competitive impact of 
this regulation so that the Commission may further 
evaluate its proposals in the light of Section 23(a)(2). 


Interested persons are invited to submit written 
presentations of views, data and arguments concerning 
the proposed Rule 11Ac1-2 under the Act and the 
issues discussed above. Persons wishing to make 
such submissions should file ten copies thereof with 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Room 892, 500 North Capitol 
Street, Washington, D.C. 20549, not later than 
December 15, 1978. All submissions should refer to 
File No. SF-759, and will be available for public 
inspection at the Commission’s Public Reference 
Room, Room 6101, 1100 L Street, N.W., Washington, 
D.C. 





By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15252/October 20, 1978 


NOTICE OF COMMISSION ACTION DECLARING 
EFFECTIVE AN AMENDMENT TO THE CONSOLI- 
DATED TAPE PLAN 


The Securities and Exchange Commission announced 
that it has sent to the sponsors of the joint industry 
plan filed pursuant to Rule 17a-15 under the Securities 
Exchange Act of 1934, and declared effective as of 
May 17, 1974, a letter declaring an amendment to the 
plan effective as of October 20, 1978. The amendment 
establishes a procedure for storing and reporting last 
sale information received by the processor of the plan 
during a regulatory halt. 


The text of the letter follows: 


American Stock Exchange, Inc. 

Midwest Stock Exchange, Incorporated 
National Association of Securities Dealers, Inc. 
New York Stock Exchange, Inc. 

Pacific Stock Exchange, Incorporated 
Philadelphia Stock Exchange, Inc. 


Dear Sirs: 


This is in response to the filing by you on July 21, 
1977, of an amendment to the joint industry plan (the 
‘*Plan’’) filed pursuant to Rule 17a-15 under the Secu- 
rities Exchange Act of 1934 (the ‘‘Act’’) and declared 
effective by the Commission as of May 17, 1974, 
establishing a procedure for storing and reporting last 
sale information received by the processor of the plan 
during a regulatory halt. 


After a review of the amendment to the Plan, the 
Commission is of the view that the amendment repre- 
sents an appropriate method for the reporting of last 
sale information received by the processor of the Plan 
during a regulatory halt. Therefore, having due 
regard for the maintenance of fair and orderly 
markets, the public interest and the protection of 


investors, the Commission has declared the 
amendment effective as of the date of this letter. 


By the Commission. 


Sincerely yours, 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15253/October 20, 1978 


NOTICE OF RECEIPT OF AMENDMENTS TO PLAN 
FILED PURSUANT TO RULE 17a-15 UNDER THE 
SECURITIES EXCHANGE ACT OF 1934 FILE NO. 
$7-433 


The Consolidated Tape Association (the ‘‘CTA’’) has 
submitted to the Commission proposed amendments 
to various sections of the joint industry plan (the 
‘‘Plan’’) filed with and declared effective pursuant to 
Rule 17a-15 [17 CFR §240.17a-15] under the Securities 
Exchange Act of 1934 (the ‘‘Act’’) governing the con- 
solidated system’’). The Commission is soliciting 
comments with respect to the proposed amendments. 


1. Amendment Submitted on January 12, 1978 


On January 12, 1978, the CTA submitted to the Com- 


mission, and on June 15, 1978, the CTA resubmitted 
to the Commission, a proposed amendment to Section 
X(a) of the Plan which would establish procedures to 
be followed in recommencing dissemination on a 
current and continuous basis, of last sale reports for 
any security eligible for reporting in the consolidated 
system (‘‘Eligible Security’’) which is the subject of a 
regulatory halt.1 The Plan does not presently contain 





1Section X(a) contemplates the announcement of a 
regulatory halt when the primary market has 
determined (i) that there are matters relating to an 
Eligible Security or the issuer thereof which have not 
been adequately disclosed to the public or (ii) that 
there are regulatory problems relating to an Eligible 
Security which should be clarified before trading is 
permitted to continue. 
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such a procedure. The procedure to be established by 
the amendment has been implemented by the Plan 
participants with the informal concurrence of the Com- 
mission’s staff. 


Pursuant to the procedure which would be formally 
established by the amendment, the primary market 
must promptly notify the processor of the Plan when it 
determines that adequate publication or disclosure of 
information has occurred so as to permit termination 
of a regulatory halt (the ‘‘First Notice’). No sooner 
than 15 minutes after receipt of the First Notice, the 
processor must include on the consolidated tape any 
indication of interest, or other message, received from 
the primary market, any other participant or any 
“other reporting party’’* which is a national securi- 
ties exchange, relating to the Eligible Security. In the 
event that the primary market has caused the proces- 
sor to include an indication of interest on the consoli- 
dated tape with respect to the affected Eligible Secu- 
rity within the 30-minute period (the ‘‘Notice Period’’) 
following receipt of the First Notice, the processor is 
required to recommence real time dissemination of 
last sale reports which are received from any partici- 
pant or other reporting party which is an exchange 
after the conclusion of the Notice Period. However, in 
the event that the primary market does not transmit 
such an indication of interest to the processor within 
the Notice Period, the primary market is required to 
cause the processor to include an administrative 
message on the consolidated tape within 5 minutes 
after the expiration of the Notice Period. The adminis- 
trative message will, in most instances, announce that 
unusual market conditions exist on the primary 
market, such as a large influx of orders or an order 
imbalance in the affected Eligible Security. In such 
event, the processor is required to recommence real 
time dissemination of last sale reports in the affected 
Eligible Security 5 minutes after the printing of the 
administrative message. Alternatively, the adminis- 
trative message may announce a continuation of the 
regulatory halt, in which case dissemination will not 
recommence until a new First Notice and Notice 
Period have occurred. 


The amendment also includes certain technical modifi- 
cations to Section X(a) of the Plan. It provides that 
Plan participants may communicate by telephone with 
the primary market during a regulatory halt to 
determine the rationale for such halt; however, such 
communications are required to be kept confidential. 
In addition, the proposed amendment clarifies the pro- 





2An “other reporting party’’ reports last sale trans- 
actions in the same manner as Plan participants. How- 
ever, such an entity has no voting rights under the 
Plan. 
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cedures to be followed by the processor in the daily 
reporting of last sale reports received during a regu- 
latory halt.3. The amendment provides that such last 
sale reports will be preceded on the consolidated tape 
by an indication that a regulatory halt is, or was, in 
effect on the primary market, and the reason for the 
halt. 


1. First Amendment Submitted on April 5, 1978 


On April 5, 1978, the CTA submitted to the Commis- 
sion a proposed amendment to Section XI(c) of the 
Plan which would reduce charges to vendors for access 
to the Network A high speed line.4 If the vendor ac- 
cesses the Network A high speed line directly the 
charge would be reduced from $750 to $500 per 
month. If the vendor accesses the Network A high 
speed line via another vendor the charge would be 
reduced from $500 to $250 per month. The reduction 
in these charges, which reflects decreasing costs to the 
CTA of disseminating last sale information through 
the Network A hgih speed line, was implemented, ef- 
fective January 1, 1978. 


II!. Second Amendment Submitted on April 5, 1978 


On April 5, 1978, the CTA submitted to the Commis- 
sion, and on April 25, 1978, the CTA resubmitted to 
the Commission, proposed amendments to Sections 
Vie), VIIN(f), XI(a)(ii) and XI(b)(ii) of the Plan. These 
amendments have been proposed by the CTA in con- 
nection with the implementation of the Intermarket 
Trading System (‘‘ITS’’), a market linkage system pro- 
viding facilities and procedures for (i) rapid and effi- 
cient routing of orders and administrative messages 
between and among the participants, and (ii) parti- 
cipation, under certain conditions, by all participants 
in opening transactions in the primary market. The 
ITS is being implemented pursuant to a plan (‘‘ITS 
Plan’’) filed with the Commission on March 9, 1978, 
by the NYSE, the American Stock Exchange, Inc. 
(‘‘Amex’’), Boston Stock Exchange, Inc., Pacific Stock 





30n this date, the Commission has declared effective 
an amendment to the Plan which would establish a 
procedure for storing and reporting last sale infor- 
mation received by the processor of the Pian during a 
regulatory halt. Securities Exchange Act Release No. 
15252 (October 30, 1978). 


4Network A disseminates last sale reports of transac- 
tions executed in all reporting markets for securities 
listed on the New York Stock Exchange, Inc. 
(‘“‘NYSE’’). 





Exchange, Incorporated and Philadelphia Stock Ex- 
change, Inc. On April 14, 1978, the Commission 
issued an order (‘‘Approval Order’’) temporarily 
approving the ITS Pian for a period not to exceed 120 
days, pending solicitation of public comment and final 
consideration of the ITS Plan under Section 11A 
(a)(3)(B) of the Act,° and on April 17, 1978, the par- 
ticipants began a phased implementation of the iTs.6 


The amendments to the Plan are intended to comply 
with the terms of a Commission order (‘‘Exemptive 
Order’’) issued simultaneously with the Approval 
Order, granting exemptions from Rule 17a-15 under 
the Act for a period of 120 days or until the Commis- 
sion took final action with respect to the ITS Plan 
whichever occurred first. The Exemptive Order® 
was issued in response to a request by the participants 
in the ITS that, in conjunction with the implementation 
of ITS, the Commission either amend Rule 17a-15 
under the Act or issue an exemptive order pursuant to 
paragraph (h) of the Rule, to permit the dissemination 
of last sale reports on moving ticker displays without 
any indication of the market of execution of all 
transactions effected in any market center which was 
scheduled to participate or was participating in the ITS 
(including transactions not effected through, and secu- 
rities not traded in, that system.)? In the Exemptive 
Order, the Commission stated its findings that 





5See Securities Exchange Act Release No. 14661 
(April 14, 1978), 43 FR 17419. 


80n August 11, 1978, the Commission issued an order 
extending the Commission’s temporary approval of the 
ITS Plan for an additional twelve months. See Securi- 
ties Exchange Act Release No. 15058 (August 11, 
1978). 


7See Securities Exchange Act Release No. 14662 
(April 14, 1978), 43 FR 17422. 


80n August 11, 1978, the Commission also issued an 
order extending the Commission’s temporary exemp- 


tions from Rule 17a-15 for an additional twelve 
months. See Securities Exchange Act Release No. 
15059 (August 11, 1978). 


9Rule 17a-1 5(b) currently provides that 


[e]Jach composite tape or interrogation 
system, in displaying last sale reports, 
shall identify the marketplace where 
each transaction was executed. 


The Rule defines the term ‘‘composite tape’’ to mean 
a ‘‘moving, real-time last sale reporting system.’’ 


no significant deprivation of market in- 
formation would occur if moving tickers 
were permitted to display last sale re- 
ports without any market identifica- 
tion.1 


In addition, the Commission noted that deletion of 
market identifiers would eliminate reporting dispari- 
ties between the ‘‘primary’’ .exchange markets and 
other market centers and might avoid tape delays. 
Therefore, the Commission determined that, during 
the 120 day period for which temporary ITS approval 
had been granted, it was not necessary in the public 
interest or for the protection of investors that last sale 
reports in eligible securities be accompanied by 
market identifiers when disseminated in moving ticker 
displays. 


However, the Commission also noted that, in its view, 
removal of market identifiers for less than all market 
centers reporting transactions in the consolidated 
system would be discriminatory and anti-competitive 
as to those market centers not participating in ITS. 
Accordingly, although the Commission granted the 
relief requested (by permitting the CTA and the Secu- 
rities Industry Automation Corporation, the processor 
of the consolidated system, to report transactions 
effected in market centers which had agreed to partici- 
pate in the ITS without market identifiers for 
dissemination on moving ticker displays), that relief 
was conditioned on the prompt removal as soon as 
technically feasible of such identifiers on moving ticker 
displays for all transactions as to which last sale 
information is reported in the consolidated system, 
regardiess of the market of execution. ! The pro- 
posed amendments to the Plan are designed to effec- 
tuate the terms of the Exemptive Order and otherwise 
accommodate the implementation of the ITS. 


A. Amendment to Section V[e] 


Requirements with respect to market identification are 
currently contained in both Section vie)! and VIII(f) 





10Exemptive Order, supra note 7, 43 FR 17422. 


11,5 of April 24, 1978, market identifiers were deleted 
from moving ticker displays with respect to all trans- 
actions, including those effected in market centers not 
participating in the ITS. 


12Section V(e) currently sets forth market identifi- 
cation requirements for moving ticker displays. Pur- 
suant to this section, any moving ticker display must 

Continued on following page 
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of the Plan. The amendments to Section V(e) of the 
Plan would generally consolidate and clarify'’ these 
requirements and would also include the following 
substantive changes. 


1. Deletion of Market Identifier from Moving 
Tickers 


The amendment would revise the terms of the Plan to 
provide that, commencing upon the approval of the 
ITS Plan by the Commission, all transactions effected 
in any market center participating in the ITS Plan will 
be disseminated for moving ticker purposes without 
market identification. In addition, the amendment 
would require the deletion of market identifiers from 
moving ticker displays with respect to all transactions, 
including those effected in market centers not partici- 
— in the ITS Plan, as soon as technically pos- 
sible. '4 


2. Market Identification of ITS Transactions 


The amendment would also set forth provisions with 
respect to market identification of last sale reports 
effected through the ITS and displayed on interroga- 
tion devices. Pursuant to the amendment, last sale 
reports effected through the operation of ITS would, 
when transmitted by means of the high speed line and 
displayed on interrogation devices, be accompanied by 





Continued from preceding page 


indicate the market of execution for each last sale re- 
port transmitted for ticker display purposes, except 
that transactions occurring on the NYSE or Amex are 
to be ‘‘identified’’ by the absence of any market iden- 
tifier. 


13Section VIII (f) of the Plan sets forth market identi- 
fication requirements with respect to last sale reports 
disseminated by means of high speed data trans- 
mission lines and displayed on interrogation devices. 
These requirements are identical to requirements for 
ticker displays. 


14Based upon the Approval Order, the CTA has im- 
plemented this amendment to the Plan. All such 
market identifiers were deleted from moving tickers 
with respect to ITS participants as of April 17, 1978, 
and with respect to all last sale reports disseminated 
in the consolidated system as of April 24, 1978. See 
note 11, supra. On this date the Commission is pro- 
posing to amend Rule 17a-15 to require the deletion of 
market identifiers from moving ticker displays. See 
Securities Exchange Act Release No. 15251 (October 
20, 1978). 
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an alphabetic symbol identifying the market in which 
the ITS transaction was received and accepted. 15 
However, the amendment would provide that, as soon 
as possible, such last sale reports would be accom- 
panied by a symbol or symbols identifying both the 
market in which the seller was located and the market 
in which the buyer was located at the time of the ITS 
transaction. 


B. Amendment of Section VIII [f] 


Section VIII(f) currently requires that, except to the 
extent permitted by an effective exemption from Rule 
17a-15, interrogation devices displaying last sale re- 
ports with respect to any Eligible Security must be 
capable of displaying the most recent last sale report 
with respect to such security, as disseminated by the 
processor of the system, accompanied by an identifier 
as to the market of execution. The amendment would 
add a new provision to Section VIII(f) to permit de- 
letion of market identifiers from consolidated last sale 
displays (but not individual market displays) available 
through vendor interrogation devices. Pursuant to the 
proposed amendment, any interrogation device may 
be programmed in such a fashion that, when queried 
by the easiest access routine, it will display the most 
recent sale price (together with the open, high and low 
prices) in a particular security without regard to the 
market in which the sale took place and without identi- 
fying the market. 16 


C. Amendments to Sections XI[a][ii] and XI [b)[ii] 


To clarify procedures for allocation of income and 
expenses associated with the dissemination of last 
sale reports in the consolidated system, the CTA has 
proposed amendments to Sections XlI(a)(ii) and 
XI(b)(ii) of the Plan which would provide that trans- 
actions effected through the ITS would be deemed to 
have been reported to the processor of the system by 
the party which supplied the sell side of the trans- 
action. 





15This aspect of the amendment to the Plan has been 
implemented by the CTA Plan participants with the in- 
formal concurrence of the Commission’s staff. 


16The deletion of market identifiers from consolidated 
last sale displays available on interrogation devices 
would require an amendment to or exemption from 
Rule 17a-15 under the Act. On this date the Commis- 
sion has published for comment proposed Rule 
11Ac1-2 under the Act, which would require the 
deletion of market identifiers from consolidated last 
sale displays. See Securities Exchange Act Release 
No. 15251 (October 20, 1978). 





IV. Amendment Submitted on September 5, 1978 


On September 5, 1978, the CTA submitted to the 
Commission several proposed amendments to Section 
XI of the Plan. The amendments are intended to re- 
duce the costs of the regional exchanges which are 
Plan participants or other reporting parties. 


The first of the amendments (‘‘first amendment’’), a 
new paragraph to Section XI (c), would eliminate or 
reduce certain of the charges imposed by the CTA on 
participants or other reporting parties which are 
national securities exchanges (‘‘CTA exchanges’’) for 
receipt of consolidated last sale information with re- 
spect to Eligible Securities. This provision has been 
implemented by the CTA, effective retroactive to 
August 1, 1978. 


The CTA currently imposes three types of charges on 
vendors and their subscribers for receipt of last sale 
information. These charges consist of (i) access 
charges to cover the cost of operation of the high 
speed data transmission lines over which last sale in- 
formation is transmitted to interrogation devices; (ii) 
display charges based upon the number of moving 
tickers and interrogation devices operated by the reci- 
pient; and (iii) computer program charges for the right 
to process last sale information for a variety of 
purposes. Prior to the implementation of the first 
amendment, certain of these charges were imposed on 
CTA exchanges. Display charges related to the use of 
moving tickers and interrogation devices were 
imposed on all of such exchanges, and access charges 
and computer program charges were imposed on cer- 
tain of such exchanges. 


The first amendment would eliminate or reduce 
certain of these charges. Display charges related to 
the use of interrogation devices would be eliminated 
and display charges related to the use of moving 
tickers would be reduced to a level which would reim- 
burse the CTA for its costs in providing these facili- 
ties. The first amendment would also eliminate com- 
puter program charges. However, the first 
amendment would not affect access charges. 


The first amendment provides that the elimination of 
display charges related to the use of interrogation de- 
vices and the reduction of display charges related to 
the use of moving tickers would, however, be condi- 
tioned on the participant or other reporting party 
being subject to, and not in breach of, a contract with 
the NYSE or the Amex which would require that (i) the 
consolidated last sale information may be furnished 
only at premises occupied solely by the Plan partici- 
pant or other reporting party, or on the trading floor(s) 
of the participant or other reporting party; (ii) the con- 
solidated last sale information may be used by the par- 
ticipant or other reporting party solely for regulatory 


and surveillance purposes or for other purposes 
specifically approved by the CTA; and (iii) the con- 
solidated last sale information may not be retrans- 
mitted from, or otherwise made available to, any 
person not located within or on such premises or trad- 
ing floor(s). 


The second of the amendments (‘‘second amend- 
ment’’), a new subsection (d) to Section XI, would per- 
mit any of the CTA exchanges to enter into an agree- 
ment with the Plan processor to use the high speed 
line by which the processor disseminates last sale in- 
formation to vendors for the purpose of disseminating 
last sale information relating to transactions in 
securities other than Eligible Securities. No agree- 
ment of the type contemplated by the second amend- 
ment has as yet been executed. 


Currently, the CTA exchanges, at their own expense, 
transmit to vendors and other persons over high speed 
lines last sale information with respect to securities 
listed solely on regional exchanges which are not 
Eligible Securities (‘‘regionally listed securities’’). The 
second amendment would permit regional exchanges 
to report last sale information with respect to 
regionally listed securities through the facilities of the 
CTA rather than through existing facilities. The 
regional exchanges have indicated that the reporting 
of last sale information with respect to regionally listed 
securities through the facilities of the CTA may be 
more efficient and less costly than current methods. 


The second amendment provides that a CTA exchange 
may not enter into the type of agreement 
contemplated by its terms unless (i) the agreement 
does not interfere with the implementation of, 
operations under, the rights and obligations created 
by, the Plan, and contracts made, and the exercise of 
authority delegated, pursuant to the Plan; and (ii) the 
agreement does not have any impact on, and is wholly 
independent of, the provisions of Section XI of the 
Plan and the computations under such section. 


V. Request for Comment 


In order to assist the Commission in determining 
whether to approve the proposed amendments, 
interested persons are invited to submit their views 
and comments on these proposals in writing to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, DC 20549, within 30 days 
from the date of publication in the Federal Register. In 
particular, the Commission is interested in receiving 
comments concerning the deletion of market 
identifiers from moving ticker displays and consoli- 
dated displays available through vendor interrogation 
devices. The amendments to the Plan will be available 
for public inspection in the Commission’s public 
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reference room. A!I such communications should refer 
to File No. $7-433. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15254/October 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 


File No. SR-CBOE-78-26 


The Chicago Board Options Exchange, Incorporated 
(“CBOE” submitted on September 8, 1978, a proposed 
rule change under Rule 19b-4 to amend CBOE Rule 
9.21 relating to procedures and standards to which 
member firms must adhere in preparing options related 
advertisements and sales literature (“sales communi- 
cations”),' as well as, where required, obtaining 
CBOE’s approval of such material prior to its use. 


The proposed rule change sets forth general standards 
of truthfulness and good taste in advertising and sales 
literature and establishes uniform standards to be used 
in sales communications in discussion in rates of 
return, annualized returns, recommendations and 





1 The term “advertisement” is defined to include “any 
material that reaches a mass audience through public 
media such a newspapers, periodicals, magazines, 
radio, television, telephone recording, motion picture, 
audio or video device, billboards, signs or through 
letters designed for customer mailing not accompanied 
or preceded by a current prospectus of the Options 
Clearing Corporation.”See proposed Rule 9.21(e)(i). 
The term “sales literature” is defined to include “any 
communication for distribution to customers or the 
public (or which may be made accessible to customers 
or the public) which contains any analysis, report, 
recommendation, opinion, prediction or comment with 
respect to options, underlying securities or market 
conditions, or any seminar text which pertains to 
options and which is communicated to customers or 
the public at seminars, lectures or similar such events, 
or any exchange-produced materials pertaining to 
options.” See proposed Rule 9.21(e)(ii). 
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performance figures. It also would require sales 
literature, but not advertisements, to be preceded or 
accompanied by a prospectus of the Options Clearing 
Corporation. Finally, the rule is designed to eliminate 
the need for approval of advertisements by more than 
one exchange. 


The Commission has been informed that each of the 
national securities exchanges on which options are 
traded (the “options exchanges”) intends to submit a 
similar proposal ,2 and following Commission approval 
of the proposed rule changes the options exchanges 
intend to jointly publish a booklet, tentatively entitled 
“Guidelines for Options Communications,” to assist 
member firms in maintaining proper standards in the 
preparation of communications with the public. In view 
of this, CBOE has consented to an extension of time 
for Commission action on the proposed rule change 
referenced above to permit the Commission to review 
and act upon the related filings of the other options 
exchanges, as well as that of CBOE. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 23, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission with- 
in 60 days from the date of publication in the Federal 
Register. Persons desiring to make written comments 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-CBOE-78-26. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications relat- 
ing to the proposed rule change between the Commis- 
sion and any person, other than those which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


Copies of the filing and of any subsequent 





2 The American Stock Exchange, Inc. (“Amex”) has 
submitted a similar rule change. See File No. 
SR-Amex-78-21. Publication of the submission is 
expected to be made in the Federa/ Register during the 
week of October 23, 1978. 





amendments will also be available at the principal . 


office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15255/October 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-78-21 


The American Stock Exchange, Inc. (‘“Amex’’) 
submitted on September 20, 1978, a proposed rule 
change under 19b-4 to amend Amex Rule 991 relating 
to procedures and standards to which member firms 
must adhere in preparing options related advertise- 
ments and sales literature (“sales communications”)!, 
as well as, where required, obtaining Amex’s approval 
of such material prior to its use. 


The proposed rule change sets forth general standards 
of truthfulness and good taste in advertising and sales 
literature and establishes uniform standards to be used 
in sales communications in discussions of rates of 





1 The term “advertisement” is defined to include “any 
material that reaches a mass audience through public 
media such as newspapers, periodicals, magazines, 
radio, television, telephone recording, motion picture, 
audio or video device, billboards, signs, or through 
letters designed for customer mailing not accompanied 
or preceded by a current prospectus of the Options 
Clearing Corporation.” See proposed Rule 991(e)(i). 
The term “sales literature” is defined to include “any 
communication for distribution to customers or the 
public (or which may be made accessible to customers 
or the public) which contains any analysis, report, 


recommendation, opinion, prediction or comment with ° 


respect to options, underlying securities or market 
conditions, or any seminar text which pertains to 
options and which is communicated to customers or 
the public at seminars, lectures or similar such events, 
or any exchange-produced materials pertaining to 
options.” See proposed Rule 991(e)(ii). 


return, annualized returns, recommendations and 
performance figures. It also would require sales 
literature, but not ‘advertisements, to be preceded or 
accompanied by a prospectus of the Options Clearing 
Corporation. Finally, the rule is designed to eliminate 
the need for approval of advertisements by more than 
one exchange. 


The Commission has been informed that each of the 
national securities exchanges on which options are 
traded (the “options exchanges”) intends to submit a 
similar proposal ,2 and following Commission approval 
of the proposed rule changes the options exchanges 
intend to jointly publish a booklet, tentatively entitled 
“Guidelines for Options Communications,” to assist 
member firms in maintaining proper standards in the 
preparation of communications with the public. In view 
of this, Amex has consented to an extension of time for 
Commission action on the proposed rule change 
referenced above to permit the Commission to review 
and act upon the related filings of the other options 
exchanges, as well as that of Amex. 


Publication of the submission is expected to be made 
in the Federal Register during the week of Cciober 23, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 60 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-Amex-78-21. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and 
copying at the Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. 


Copies of the filing and of any subsequent amend- 





2 The Chicago Board Options Exchange, Incorporated 
(“CBOE”) has submitted a similar rule change. See File 
No. SR-CBOE-78-26. Publication of the submission is 
expected to be made in the Federal Register during the 
week of October 23, 1978. 
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ments will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15256/October 20, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY STOCK CLEARING CORPORATION OF 
PHILADELPHIA 


File No. SR-SCCP-78-4 


Stock Clearing Corporation of Philadlephia (“SCCP”) 
submitted on October 3, 1978, a proposed rule change 
amending its fee schedule to establish a late charge for 
delinquent payment of dues, fees, fines or other 
charges owned SCCP by its clearing members. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of filing of such proposed 
rule change, the Commision may summarily abrogate 
the rule change if it appears to the Commission that 
such action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 23, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File no. 
SR-SCCP-78-4. 


Copies of the submission, with accompanying exhibits 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L. Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 
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For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15257/October 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-78-12 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on October 10, 1978, a proposed 
rule change under Rule 19b-4 (17 CFR 240.19b-4) to 
delete the requirement in MSRB rule G-8 to maintain a 
record of the name and address of the employer of each 
customer. MSRB rule G-8 would be amended, however, 
to require that a record of the identity of a customer’s 
employer be maintained when the customer is 
employed by a broker, dealer, or municipal securities 
dealer. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 23, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or to 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views, and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSRB-78-12. 


Copies of the submission and all subsequent amend- 
ments, and copies of all written statements with 
respect to the proposed rule change which are filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of Section 552 of title 5, United States Code, 
will be available for inspection and copying at the 
Securities and Exchange Commission’s Public Refer- 
ence Room, 1100 L Street, N.W., Washington, D.C. 
Copies of the filing and of any subsequent amend- 





ments will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15258/October 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-78-12 


The National Association of Securities Dealers, Inc. 
(“NASD” or “Association”) submitted on September 
25, 1978, a proposed rule change under Rule 19b-4 to 
impose a 10% late fee on all NASDAQ service charges 
which are past due for 60 days or more. According to 
the NASD, the purpose of the proposed rule change is 
to cover the Association’s costs for the collection 
efforts required when NASDAQ subscribers fail to 
make timely payment of fees. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 23, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views, and arguments concerning the submission 
within 15 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capito! Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NASD-78-12. 


Copies of the submission and all subsequent amend- 
ments, and copies of all written statements with 
respect to the proposed rule change which are filed 
with the Commission and all written communications 
relating to the proposed rule change between the Com- 
mission and any person, other than those which may 
be withheld from the public in accordance with the 
provisions of Section 552 of title 5, United States Code, 
will be available for inspection and copying at the 


Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of any 
subsequent amendments will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Ftizsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15259/October 20, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-78-15 


On September 25, 1978, the National Association of 
Securities Dealers, Inc. (“NASD”) rescinded a rule 
which had become effective upon filing (SR-NASD-78-9 
filed July 25, 1978) pursuant to Section 19(b)(3)(A) of 
the Securities Exchange Act of 1934 and which had 
increased the variable portion of its annual 
membership assessment. It simultaneously submitted 
a new proposal (SR-NASD-78-15) identical in 
substance to the one submitted as File No. SR-NASD- 
78-9. That proposal became effective upon filing 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. Thus, the Commission may 
summarily abrogate it on or before November 24, 1978. 


Publication of the original submission was made in 43 
FR 37046 (August 21, 1978). Publication of the notice 
of its rescission and of the new submission is expected 
to be made in the Federal Register during the week of 
October 23, 1978. Interested persons are invited to 
submit written data, views, and arguments concerning 
the submission within 15 days from the date of 
publication in the Federal Register. Persons desiring to 
make written comments should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-NASD-78-15. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W. Washington, D.C. Copies of the filing 
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will also be available at the principal office of the 
NASD. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15260/October 20, 1978 


An order has been issued granting the application of 
the Pacific Stock Exchange, Inc. to strike the common 
stock ($.25 Par Value) of Greer Hydraulics, Inc. from 
listing and registration. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15261/October 20, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY THE CHICAGO BOARD 
OPTIONS EXCHANGE, INCORPORATED 


File No. SR-CBOE-78-29 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on October 13, 1978, a proposed 
rule change under Rule 19b-4 to define the respective 
responsibilities and roles of the Chairman of the 
Board, who would become a full-time Chief Executive 
Officer, and of the President, who would become the 
Chief Operating Officer, and to define the means of 
their selection. The proposed rule change also would 
designate the position of the Chairman of the 
Executive Committee as the principal Exchange 
member position and would set forth the means of 
selection and the scope of responsibilities of the 
Chairman of the Executive Committee. In addition, the 
proposed change would modify the composition of the 
Board by adding one more public director and by 
assuring that the six places on the Board which are 
reserved for member firm executives are filled by 
executive officers of organizations primarily engaged 
in doing public customer business. 


The foregoing rule change has become effective, 
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pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within 60 days of the 
filing of such proposed rule change, the Commission 
may summarily abrogate such rule change if it appears 
to the Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 23, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capito! Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-CBOE-78-29. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. § 552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15262/October 20, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY CHICAGO BOARD 
OPTIONS EXCHANGE, INCORPORATED 


File No. SR-CBOE-78-28 


The Chicago Board Options Exchange, Incorporated 





(“CBOE”) submitted, on October 11, 1978, a proposed 
rule change under Rule 19b-4, in the form of. an 
Educational Circular, which provides guidance and 
interpretation with respect to CBOE Rule 4.1 and its 
application to the practice known as “front-running of 
blocks.” The Educational Circular states that it is 
inconsistent with just and equitable principles of trade 
fora CBOE member or person associated with a CBOE 
member to engage in trading on a security or its option 
while in possession of non-public information con- 
cerning a block transaction. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934 (the “Act’’). At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 23, 
1978. In order to assist the Commission to determine 
whether to summarily abrogate the above change in the 
rules of the CBOE and require that the proposed rule 
change be refiled in accordance with the provisions of 
Section 19(b)(1) of the Act, and reviewed in accordance 
with the provisions of Section 19(b)(2) of the Act, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-CBOE-78-28. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. § 552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15263/October 23, 1978 


An order has been issued granting the application sub- 
mitted by the American Stock Exchange, Inc. to strike 
the common stock ($.25 par value) of Greer Hydraulics, 
Inc. from listing and registration. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15264/October 23, 1978 


A notice has been issued giving interested persons 
until November 24 to comment on the application 
requesting withdrawal of the common stock (par value 
$11) of Pacific Northwest Bell Telephone Company 
from listing and registration on the American Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15265/October 23, 1978 


An order has been issued granting the application 
requesting withdrawal of the common stock (no par 
value) of Ryan Homes, Inc. from listing and 
registration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15266/October 23, 1978 


In the Matter of 

TELEDYNE, INC. 

1901 Avenue of the Stars 

Los Angeles, California 

Admin. Proc. File No. 3-5294 

ORDER OF THE COMMISSION 
| 


On September 19, 1977, the Commission instituted 
public administrative proceedings with respect to 
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Teledyne, Inc. (“Teledyne”), pursuant to Section 
15(c)(4) of the Securities Exchange Act of 1934 
(“Exchange Act”).1 The proceedings are based upon 
allegations of the Commission’s Division of Enforce- 
ment (“Division”) that Teledyne has failed to comply in 
material respects with the provisions of Section 13(d) 
of the Exchange Act and the rules and regulations 
thereunder. 


On November 10, 1977, a prehearing conference was 
held in Washington, D.C. after which, counsel for the 
Division and Teledyne, with the assistance of the 
administrative law judge pursuant to waivers by the 
parties, entered into settlement discussions. Follow- 
ing the prehearing conference and the settlement dis- 
cussions, Teledyne submitted an Offer of Settlement 
for the purpose of disposing of the issues raised in 
these proceedings. Under the terms of its Offer of 
Settlement, Teledyne, solely for the purposes of these 
proceedings, stipulates to the facts set forth herein, 
and consents to the Commission’s Order. 


The Commission has determined that it is appropriate 
and is in the public interest to accept the Offer of 
Settlement and accordingly is issuing this Order. 


ll 
FACTS 


A. Teledyne is a Delaware corporation with its 
principal office located at 1901 Avenue of the Stars, 
Los Angeles, California. At all times relevant hereto, 
Teledyne’s common and preferred stocks were 
registered with the Commission pursuant to Section 12 
of the Exchange Act. 


B. On September 19, 1977, the Commission 
instituted proceedings with respect to Teledyne pur- 
suant to Section 15(c)(4) of the Exchange Act. This 





1Section 15(c)(4) of the Exchange Act provides in part 


that if the Commission finds after notice and 
opportunity for hearing that any person subject to the 
provisions of Section 12, 13 or subsection (d) of 
Section 15 of this title or any rule and regulation there- 
under has failed to comply with any such provision, 
rule or regulation in any material respect, the 
Commission may publish its findings and issue an 


order requiring such person to comply with such pro- . 


visions or such rule or regulation thereunder upon such 
terms and conditions and within such time as the 
Commission may specify in such order. 


2See, Securities Exchange Act of 1934 Release No. 
14022 (October 4, 1977). 
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Order for Proceedings was based on allegations by the 
Division that Teledyne had failed to comply in material — 
respects with the provisions of Section 13(d) of the 
Exchange Act and the rules and regulations there- 
under. 


C. The Division alleged, among other things, that: 


(1) Teledyne owns several financial and 
insurance subsidiaries which invest avail- 
able funds under the direction and control 
of the Chairman of Teledyne. It was further 
alleged that commencing March 11, 1976, 
and continuing thereafter, these financial 
and insurance subsidiaries filed with the 
Commission eighteen Schedule 13D’s with 
respect to equity securities of fourteen 
issuers. The Schedule 13D’s and numerous 
amendments thereto were so filed by the 
subsidiary companies and where, as was 
generally the case, the purchases were 
made for the accounts of more than one 
company, the initial filings and amend- 
ments were jointly made by the acquiring 
Teledyne subsidiaries. It was alleged that 
Teledyne itself, however, did not make such 
joint filings except in two instances; 


(2) These filings were not in compliance 
with Section 13(d) and the rules and regula- 
tions thereunder in that they failed to 
identify Teledyne itself as a beneficial 
owner of the securities held in the accounts 
of its subsidiary companies and that they 
failed to disclose that an arrangement exists 
between the filing companies and Teledyne 
with respect to the securities of the issuers, 
whereby, although the purchased securities 
are held in the accounts of the various 
subsidiary companies, the decisions with 
respect to them are not made by the filing 
companies, but rather are made principally 
by the Chairman of Teledyne, whose invest- 
ment and voting decisions are carried out at 
Teledyne headquarters by Teledyne person- 
nel, with the filing compnaies being notified 
of the decision or transaction made with 
respect to their portfolio securities only 
after the decisions are made and executed. 
The Division further alleged that the filings 
made with respect to the common stocks of 
two of the issuers, Brockway Glass 
Company, Inc. and Colt Industries, Inc., 
failed to disclose’ that Teledyne is the 
beneficial owner of a material number of 
additional shares of these two common 
stocks which shares are held in account of 
Teledyne Master Pension Trust but over 
which a Trust Administrative Committee 





composed of the Chairman and President of 
Teledyne exercises investment and voting 
control; 


(3) Only after having been advised by the 
staff that this matter involved an 
enforcement action were the filings made 
under Section 13(d) with respect to all 
issuers, except Brockway Glass Company, 
Inc. amended. 


(4) Following the filing in June, 1977, of 
these amendments Teledyne continued to 
not be in compliance with Section 13(d) in 
that: 


(a) The filings did not accurately disclose 
the arrangement which exists between the 
filing companies and Teledyne, viz. that the 
Teledyne subsidiaries’ purchase, allocation, 
sale and voting decisions are directed and 
controlled by the Chairman of Teledyne; 


(b) That the Schedule 13D filed with 
respect to the common stock of Brockway 
Glass Company, Inc. had not been amended 
to disclose that Teledyne is a beneficial 
owner of those shares; and 


(c) That the Schedule 13D’s filed with 
respect to the common stocks of Brockway 
Glass Company, Inc. and Colt Industries, 
Inc. continued to fail to disclose that 
Teledyne is a beneficial owner of a material 
number of additional shares of those stocks 
held by the Teledyne Master Pension Trust. 


D. Following the institution of the proceedings on 
September 19, 1977 and service of the Order for Pro- 
ceedings on Teledyne, the following occurred: 


(1) Teledyne amended the filings made by 
its subsidiaries with respect to Brockway 
Glass Company, Inc. to disclose that 
Teledyne may be considered to be a bene- 
ficial owner of those securities; 


(2) Teledyne amended the filings made by 
its subsidiary companies with respect to the 
common stocks of Brockway Glass 
Company, Inc. and Colt Industries, Inc.; 
and 


(3) After discussions with Administrative 
Law Judge David Markun and the Division of 
Enforcement, on November 10, 1977, Tele- 
dyne voluntarily further amended the 
Schedule 13D filings made by it and its 


subsidiaries since March 15, 1976 as 
follows: 


(a) Teledyne itself filed Schedule 13D’s 
with respect to the filings previously made; 


(b) Amended Item 5 of such filings. 


E. Solely for the purposes of the instant proceedings, 
Teledyne has submitted an Offer of Settlement wherein 
it represents and undertakes to review its policies and 
procedures on a continuing basis in order to assure 
compliance in all material respects with the require- 
ments of Section 13(d) and 16(a) of the Exchange Act. 


il 
ORDER 

In view of the foregoing, the Commission deems it 
appropriate in the public interest to accept the Offer of 
Settlement. 

The Commission, upon the agreement of the Division 
and Teledyne, Inc., terminates this matter with the 
issuance of this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15267/October 23, 1978 


In the Matter of 

OLDE & COMPANY, INC. 

2107 Detroit Bank & Trust Building 

Detroit, Michigan 48226 

ERNEST J. OLDE, JR. 

2107 Detroit Bank & Trust Building 

Detroit, Michigan 48226 

Admin. Proc. File No. 3-5405 

ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act,! Olde & Company, Inc. (“Registrant”), a 





linstituted by Order dated March 14, 1978. Sec. Ex. Act 
Rel. No. 14617 (March 29, 1978). 
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registered broker-dealer, and Ernest J. Olde, Jr., Chair- 
man of the Board and majority shareholder of 
Registrant, and former president of Registrant, without 
admitting or denying the allegations in the order for 
proceedings, have submitted an offer of settlement 
which the Commission has determined to accept. 


On the basis of the order for proceedings and the offer 
of settlement, it is found that Registrant and Ernest J. 
Olde, Jr., and each of them, failed reasonably to super- 
vise a former securities salesman and other persons 
employed by Registrant. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offer of settle- 
ment. 


Accordingly, IT IS ORDERED that Olde & Company, 
Inc. and Ernest J. Olde, Jr., and each of them, be, and 
they hereby are, censured. 


For the Commission, by its Secretary, 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15268/October 23, 1978 


In the Matter of 
GLENN CAAN 
Admin. Proc. File No. 3-5326 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTION 


In this administrative proceeding ordered pursuant to 
the Securities and Exchange Act of 1934 (‘Exchange 
Act”), respondent Glenn Caan, has submitted an Offer 
of Settlement which the Commission has determined 
to accept. Solely for the purpose of this proceeding 
and without admitting or denying the allegations 
contained in the Order for Proceedings, Glenn Caan 
has consented to the findings and sanction set forth 
below. 





lin the Matter of First National Bank of Chicago Bond 
Department, et al. instituted November 10, 1977. 


2The findings and sanctions imposed herein are not 
binding upon any other respondent in this proceeding. 
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On the basis of the Order for Proceedings and the Offer 
of Settlement submitted by the respondent, Glenn 
Caan, it is found that Glenn Caan wilfully violated and 
wilfully aided and abetted violations of Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder. 


In view of the foregoing, it is in the public interest to 
impose the sanction specified in the Offer of Settle- 
ment. 


Accordingly, IT IS ORDERED that Respondent Glenn 
Caan be and hereby is, censured by the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15269/October 24, 1978 


Public administrative proceedings have been ordered 
against Chicago Financial Partnership, a Chicago, 
Illinois broker-dealer and former Chicago Board Options 
Exchange (“CBOE”) market-maker; Jameco invest- 
ments, a Chicago, Illinois broker-dealer and former 
CBOE market-maker and floor broker; Thomas J. 
Connelly, Jr., Ill, Philip J. Dalman; James M. Chipman; 
Gail J. Connelly; and Michael A. Fagerburg, all of the 
Chicago, Illinois area. 


The order for proceedings alleges that Chicago 
Financial Partnership (“CFP”), Thomas J. Connelly, 
Jr., Ill (“Connelly”), and Philip J. Dalman (“Dalman”) 
violated and they, with James M. Chipman, aided and 
abetted violations of the anti-manipulation provisions 
of Section 9(a) of the Securities Exchange Act of 1934 
and the anti-fraud provisions of the Exchange Act. The 
allegations are based on transactions during the week 
of July 11, 1977 in the common stock of International 
Business Machines, Inc. (“IBM”) on the New York 
Stock Exchange (“NYSE”) and the options on IBM 
listed for trading on the CBOE. In addition, the Order 
alleges violations of the Commission’s “short-sale” 
rule by CFP, Connelly and Dalman in connection with 
the sale of IBM on the NYSE. The Order further alleges 
violations of the broker-dealer registration provisions 
of the Exchange Act. 


The Order for Proceedings alleges that during the 
period July 12, 1977 to July 15, 1977 series of sale 
transactions were effected for the account of CFP in 
the common stock of IBM which manipulated 
downward the NYSE market price for IBM common 





stock in violation of Section 9(a)(2) of the Exchange 
Act. It is alleged that these transactions were effected 
for the purpose of inducing the sale of IBM common 
stock by others to the benefit of CFP and also for the 
purpose of effectuating a scheme, in violation of 
Section 10(b) and Rule 10b-5, to create a profit and/or 
reduce a loss for CFP by means of transactions in an 
expiring series of IBM options. The Order also alleges 
that on July 15, 1977 a series of short sales of IBM were 
effected by CFP on the NYSE in violation of the 
execution price restrictions of Section 10(a) of the 
Exchange Act and Rule 10a-1 thereunder. 


It is further alleged that the broker-dealer registration 
applications of CFP and Jameco Investments failed to 
disclose that Connelly exercised controlling influence 
over the business of each broker-dealer. 


The Commission’s investigations that resulted in these 
allegations was conducted in conjunction with an 
investigation by the CBOE, whose Office of 
Surveillance initiated the inquiry. 


A hearing will be scheduled to take evidence on the 
allegations of the staff and to afford the respondents 
an opportunity to present any defenses they may have. 
The purpose of the hearing is to determine whether the 
allegations are true and, if so, what, if any, remedial 
action would be appropriate. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15270/October 23, 1978 


Administrative Proceeding File No. 3-5524 
In the Matter of 


GLENDALE FEDERAL SAVINGS AND LOAN AS- 
SOCIATION, as ORIGINATOR AND SERVICER 


File No. 81-361 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Glendale Federal 
Savings and Loan Association, as Originator and 
Servicer for an exemption from certain reporting 
requirements under Section 13 and from the operation 
of Section 16 of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15271/October 23, 1978 


Administrative Proceeding File No. 3-5474 


In the Matter of 
CULLIGAN INTERNATIONAL COMPANY 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Culligan 
International Company (the “Applicant”), pursuant to 
Section 12(h) of the Securities Exchange Act of 1934, 
as amended (the “1934 Act”), for an exemption from 
the reporting requirements of Section 13 and 15(d) of 
the 1934 Act. 


Since the Applicant has become the wholly-owned 
subsidiary of Beatrice Foods Company as a result of a 
merger, it appeared to the Commission that granting 
the requested exemption would not be inconsistent 
with the public interest or the protection of investors. 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 15272/October 23, 1978 


Administrative Proceeding File No. 3-5533 
In the Matter of 
BOURNS, INC. 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Bourns, Inc. (the 
“Applicant”) pursuant to Section 12(h) of the Securities 
Exchange Act of 1934 for an exemption from the 
reporting requirements of Section 13 and 15(d) of the 
Act. 


On September 11, 1978, a notice was issued on the 
filing of said application giving interested persons an 
opportunity to request a hearing and stating that an 
order disposing of the application might be issued 
upon the basis of the information stated therein unless 
a hearing should be ordered. No request for a hearing 
has been filed and the commission has not ordered a 
hearing. 
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The matter having been considered, it is found that the 
requested exemption is appropriate, in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15273/October 23, 1978 


Administrative Proceeding File No. 3-5534 
In the Matter of 
MERVYN’S 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


An order has been issued granting the application of 
Mervyn’s for an exemption pursuant to Section 12(h) of 
the Securities Exchange Act of 1934, from filing the 
Form 10-K for the fiscal year ending January 28, 1979, 
the interim Forms 10-Q and all other reports as 
required by Section 15)d) of the Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15274/October 23, 1978 


Administrative Proceeding File No. 3-5550 
In the Matter of 

GULF REPUBLIC FINANCIAL CORP. 
Application Pursuant to Section 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until November 13, 
1978 to request a hearing on an application by Gulf 
Republic Financial Corp. (the “Applicant”) pursuant to 
Section 12(h) of the Securities Exchange Act of 1934, 
as amended (the “1934 Act”), for an order exemption 
the Applicant from the provisions of Section 15(d) of 
the 1934 Act. 


On July 12, 1978 GRFC, a company wholly-owned by 
Founders (a group consisting of Arnold M. Miller, 
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William E. Wright, J. Livingston Kosberg, and Jerry E. 
Finger and certain members of trusts for their 
respective families), merged into the Applicant. As a 
result of the merger, Founders is the sole stockholder 
of the Applicant. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15275/October 23, 1978 


Admin. Proc. File No. 3-5546 
In the Matter of 
MICHIGAN POWER COMPANY 


NOTICE OF APPLICATION PURSUANT TO SECTION 
12(h) OF THE SECURITIES EXCHANGE ACT OF 1934 
AND OPPORTUNITY FOR HEARING 


TheSecurities and Exchange Commission has issued a 
notice giving interested persons until November 13, 
1978 to request a hearing on an application by 
Michigan Power Company for an order exempting 
Michigan Power Company from filing periodic reports 
pursuant to Sections 13(a) and 15(d) of the Securities 
Exchange Act of 1934. On July 18, 1978, Michigan 
Power Company redeemed its outstanding shares of 
cumulative preferred stock, and no longer has any 
public security holders. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15276/October 23, 1978 


Admin, Proc. File No. 3-5540 
In the Matter of 


BLOCK ENGINEERING, INC. 
File No. 81-381 


APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until November 13, 
1978 to request a hearing on an application filed by 
Bio-Rad Laboratories, Inc. (“Bio-Rad”) on behalf of 
Block Engineering, Inc. (the “Applicant’’), pursuant to 
Section 12(h) of the Securities and Exchange Act of 
1934, for an order exempting the Applicant from the 
provisions of Sections 13 and 15(d) of that Act. 





The Applicant, is a Delaware corporation, organized 
under the laws of that State in 1962. On July 26, 1978, 
New Block, Inc. merged with and into the Applicant. 
As aresult of the merger, Applicant has but one stock- 
holder. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15277/October 23, 1978 


Admin. Proc. File No. 3-5444 
In the Matter of 


FARMERS TELEPHONE COMPANY 
File No. 81-293 


APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until November 13, 
1978 to request a hearing on an application by Farmers 
Telephone Company (the “Applicant”) pursuant to 
Section 12(h) of the Securities Exchange Act of 1934, 
as amended (the “1934 Act”), for an order exempting 
the Applicant from the provisions of Section 15(d) of 
the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15278/October 24, 1978 


An order has been issued granting the application 
requesting withdrawal of the common shares (par value 
$1.00) of Beneficial Standard Mortgage Investors from 
listing and registration on the New York Stock 
Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15279/October 24, 1978 


In the Matter of 

MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 

Chicago, Illinois 60603 


(SR-MSE-78-23) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
AND ORDER APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”), notice is hereby given that on September 25, 
1978, the Midwest Stock Exchange, Incorporated 
(“MSE”), filed with the Commission copies of a 
proposed rule change which provides that during the 
pendency of an underwritten distribution of the 
securities underlying call options traded on the MSE, 
the MSE shall impose trading restrictions of certain 
discount opening uncovered writing transaction in 
such options (“discount option transactions”). If 
specified conditions are met, the MSE would impose 
restrictions on discount option transactions commenc- 
ing at the time the MSE is advised by the issuer or 
underwriter (or the Secretary of the MSE is otherwise 
notified) that the underwriters have initiated stabilizing 
activities in the underlying securities and terminating 
upon the termination of such stabilizing activities. 


Interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of this publication. 
Persons desiring to make written comments should file 
six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-78-23. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and 
copying at the Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the require- 
ments of Section 6, and the rules and regulations 
thereunder. 


The Commissions finds good cause for approving the 
proposed rule change prior to the thirtieth day after the 
date of publication of notice of filing thereof, in that it 
is consistent with proposed rule changes, recently 
approved by the Commission, relating to the 
imposition of restrictions on discount option trans- 
actions by both the Chicago Board Options Exchange, 
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Incorporated, ! and the American Stock Exchange, 
inc. 


IT 1S THEREFORE ORDERED, PURSUANT TO Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15280/October 26, 1978 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pa. 19103 


(SR-PHLX-78-13) 
ORDER APPROVING PROPOSED RULE CHANGE 


On June 26, 1978, the Philadelphia Stock Exchange, 
Inc. (“PHLX”) filed with the Commission, pursuant 
to Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would add PHLX By-Law Section 12-1(f) to establish a 
non-participating status for regular memberships. As 
proposed, for each regular membership held, a 
member would be allowed to acquire from any other 
member, but not from the PHLX, one additional regular 
membership which he could elect, at the time of 
acquisition only, to hold in a _ non-participating 
status(“NPS”). The proposed rule change also specifies 
the privileges and obligations of NPS memberships and 
provisions for their transfer. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14937, July 6, 
1978) and by publication in the Federal Register (43 FR 





1Securities Exchange Act Release No. 14842 (June 12, 
1978), 43 FR 26647 (June 21, 1978). 


2Securities Exchange Act Release No. 15032 (August 
4, 1978), 43 FR 35775 (August 11, 1978). 
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30154, July 13, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made avail- 
able to the public at the Commision’s Public Reference 
Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15281/October 26, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY STOCK CLEARING CORPORATION OF PHILA- 
DELPHIA 


(File No. SR-SCCP-78-5) 


Stock Clearing Corporation of Philadelphia (“SCCP”) 
submitted on October 16, 1978, a proposed rule 
change, pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934, concerning the expansion of its 
Continuous Net Settlement (“CNS”) system. Under 
this proposal, SCCP would eliminate its trade-for-trade 
settlement service and require its participants to use 
the CNS system. 


SCCP has requested the Commission to exercise its 
authority under Section 19(b)(2) of the Securities 
Exchange Act of 1934, as amended (‘the Act”) to 
approve the proposed rule change prior to the thirtieth 
day after the date of publication of notice in the Federal 
Register. Section 19(b)(2) of the Act requires the 
Commission to find good cause for so doing and to 
publish its reasons for so finding. SCCP believes that 
accelerated approval is necessary in order to improve 





. 


its competitive position with other clearing agencies by 
providing more efficient services. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 30, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved 
interested, persons are invited to submit written data, 
views and arguments concerning the submission with- 
in 14 days from the date of publication in the Federal 
Register. Persons desiring to make written comments 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-SCCP-78-5. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15282/October 26, 1978 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
inc. 

1735 K Street, N.W. 

Washinaton, D.C. 20006 


(SR-NASD-78-7) 
ORDER APPROVING PROPOSED RULE CHANGE 


On June 23, 1978, the National Association of 
Securities Dealers, Inc. (“NASD”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934 (the “Act”), 15 U.S.C. 
78s(b)(1), and Ru'« 19b-4 thereunder, copies of a pro- 
posed rule change to amend Section 5 of the NASD 
Uniform Practice Code (i) to establish the ex-dividend 
date for stock dividends or stock splits of 25 percent or 


greater as of the first business day afer the payable date 
and (ii) to provide that the ex-dividend date shall be 
designated by the NASD Uniform Practice Committee 
for stock dividends or stock splits relating to American 
Depositary Receipts and foreign securities. The 
proposed rule change would make the treatment of 
over-the-counter securities subject to large stock 
dividends or stock splits consistent with the manner in 
which the principal national securities exchanges treat 
listed securities in similar circumstances. The 
proposed rule change would also make clear that 
customers’ margin accounts that include a marginable 
over-the-counter security subject to a large stock 
dividend or stock split between the record date and 
payable date will not become deficient solely by reason 
of such stock divident or stock split. According to the 
NASD, the rule provides that the ex-dividend date for 
American Depositary Receipts and foreign securities is 
to be established by the NASD Uniform Practice 
Committee because these issues are subject to foreign 
regulation and require special coordination of dates. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14953, July 
12, 1978) and by publication in the Federa/ Register (43 
FR 30950, July 18, 1978). Public comments on the 
proposed rule change were solicited but none were 
received. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act anc 
rules and regulations thereunder applicable 
registered national securities associations, and in 
particular, the requirements of Section 15A of the Act 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20738/October 23, 1978 
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In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


(70-6209) 


ORDER APPROVING PROPOSAL BY HOLDING 
COMPANY TO ACT AS SURETY ON BOND OF PUBLIC 
UTILITY SUBSIDIARY COMPANY 


Consolidated Natural Gas Company (“Consolidated”), 
a registered holding company, has filed a declaration 
with this Commission pursuant to Section 12(b) of the 
Public Utility Holding Company Act of 1935 (“Act”) and 
Rule 45 promulgated thereunder as applicable to the 
proposed transaction. 


On May 3, 1978, Hope Natural Gas Company, a division 
of Consolidated wholly-owned public utility subsidi- 
ary company, Consolidated Gas Supply Corporation 
(“Supply Corporation”), filed revisions in its rate 
schedules with the Public Service Commission of West 
Virginia providing for increased rates and charges 
approximating $25,068,634 per year for furnishing 
natural gas service in the state of West Virginia. By 
action of the state commission, the effectiveness of 
the new rates was suspended until October 1, 1978. 
The new rates may now become effective upon the 
filing by Supply Corporation of a bond, with 
satisfactory surety, in the amount of $25,000,000 for 
the payment of any customer refunds which the state 
commission may order. The state commission has 
indicated that Consolidated may act on surety on such 
bond. Consolidated proposes, without fee or other 
consideration, to act as surety on the bond of Supply 
Corporation to save the cost of securing an outside 
corporate surety. 


The fees and expenses incurred by Supply Corporation 
in connection with the proposed transaction are 
estimated at $2,250, including charges of $200 for the 
services, at cost, of Consolidated Natural Gas Service 
Company, Inc., Consolidated’s wholly-owned service 
company, and miscellaneous out-of-pocket expenses 
estimated at $50. The declaration states that no state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20715), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
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that said declaration be granted and permitted to 
become effective. 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration 
be, and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20739/October 24, 1978 


In the Matter of 


OHIO EDISON COMPANY 
76 South Main Street 
Akron, Ohio 44308 


PENNSYLVANIA POWER COMPANY 
1 East Washington Street 
New Castle, Pennsylvania 16103 


(70-6063) 


NOTICE OF PROPOSED AMENDMENTS TO NUCLEAR 
FUEL LEASES 


NOTICE IS HEREBY GIVEN that Ohio Edison Company 
(“Ohio Edison’), an electric utility and a registered 
holding company, and its electric utility subsidiary 
Pennsylvania Power Company (“Penn Power’) have 
filed with this Commission a _ post-effective 
amendment to their application previously filed and 
amended in this matter pursuant to Sections 9(a) and 
10 of the Public Utility Holding Company Act of 1935 
(“Act”) concerning the following proposed transaction. 
All interested persons are referred to the amended 
application, which is summarized below, for a 
complete statement of the proposed transaction. 


By prior order dated November 11, 1977 (HCAR No. 
20555), Ohio Edison and Penn Power were authorized 
to enter into a revised nuclear lease (the “Lease”) 
between Duquesne Light Company (“Duquesne”), Ohio 
Edison and Penn Power as lessees and Prulease, Inc., 
as lessor concerning nuclear materials for Beaver 
Valley Unit No. 1, which is owned by Duquesne, Ohio 
Edison and Penn Power an tenants in common. At 





present their undivided interests as tenants in common 
are 35% for Ohio Power and 17.5% for Penn Power. 


By post-effective amendment applicants propose that 
the maximum amount of nuclear material that may be 
leased under the Lease be increased from $70,000,000 
to $80,000,000. It is stated that this increase reflects 
more recent studies concerning the probable acquisi- 
tion cost of nuclear material for Beaver Valley Unit No. 
1. It is also proposed that the Lease be amended to 
incorporate a revised method of calculating rental pay- 
ments for nuclear material that becomes subject to the 
Lease after the effective date of the proposed amend- 
ment. It is stated that such revised calculation method 
should prove more favorable to applicants by approxi- 
mately 50 to 75 basis points over the old method. 


Applicants are also parties to other nuclear fuel leases 
with Prulease, Inc. (the “Other Leases”), which were 
authorized by Commission order of July 13, 1976 
(HCAR No. 19612). Since the Lease sets a limit on the 
total amount of unrecovered expenditures by Prulease, 
Inc., that may be outstanding at any one time under all 
leases of nuclear material between applicants and 
Prulease, Inc., it is necessary to amend the Other 
Leases to take into account the increase of the maxi- 
mum dollar amount specified in the amendment to the 
Lease. 


The fees and expenses to be incurred by Ohio Edison 
and Penn Power in connection with the proposed 
transaction will be supplied by amendment. No state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction, except that the Nuclear Regulatory 
Commission has jurisdiction over the ownership, 
possession, storage and handling of nuclear material. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 20, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application, 
as amended by said post-effective amendment, which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C., 20549. A copy of such request 
should be served personally or by mail upon the appli- 
cants at the above-stated addresses, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as amended by 
said post-effective amendment or as it may be further 
amended, may be granted as provided in Rule 23 of the 
General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 


take such action as it may deem appropriate. Persons 
who request a hearing or advice as to whether a hearing 
is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Division, by the Division of Corporate 
regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20740/October 24, 1978 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


CEDAR COAL COMPANY 
FEENTRAL APPALACHIAN COAL COMPANY 
-CENTRAL COAL COMPANY 


SOUTHERN APPALACHIAN COAL COMPANY 
Charleston, West Virginia 25327 


CENTRAL OHIO COAL COMPANY 


SOUTHERN OHIO COAL COMPANY 


WINDSOR POWER HOUSE COAL COMPANY 
Canton, Ohio 44702 


(70-6165) 


ORDER AUTHORIZING PROCUREMENT OF LETTER 
OF CREDIT BY HOLDING COMPANY FOR BENEFIT 
OF INDIRECT COAL MINING SUBSIDIARIES 


American Electric Power Company, Inc. (“AEP”), a 
registered holding company, and seven of its indirect 
subsidiary coal companies, Cedar Coal Company 
(“CEDAR”), Central Appalachian Coal Company 
(“CACO”), Central Coal Company (“CCO”), Southern 
Appalachian Coal Company (“SACO”), Central Ohio 
Coal Company (“COCO”), Southern Ohio Coal 
Company)”soco”) and Windsor Power House Coal 
Company (“Windsor”) (collectively “Coal Companies”), 
have filed a declaration with this Commission pursuant 
to Sections 12(b) and 12(f) of the Public Utility Holding 
Company Act of 1935 (“Act”), and Rule 45 promulgated 
thereunder regarding the following proposed trans- 
action. 
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AEP requests approval for a letter of credit for 
$1,534,300 which it procured on behalf of the Coal 
Companies in accordance with requirements of the 
negotiated settlement of a coal miner’s strike. The 
letter of credit was procured by AEP on April 7, 1978, 
pursuant to the emergency provision of Rule 45(b)(3) 
under the Act. 


The Coal Companies are members of the Bituminous 
Coal Operators Association, Inc. (“BCOA”). On March 
27, 1978, BCOA entered into the National Bituminous 
Coal Wage Agreement of 1978 (“Agreement”) with the 
United Mine Workers of American (“UMWA”), ending a 
prolonged strike. Section (h) of Article XX of the 
Agreement provides that the BCOA employers shall 
fully guarantee the health and benefits afforded to the 
miners by the various existing pension and benefit 
funds which are administered jointly by the employers 
and the UMWA. 


On April 5, 1978, BCOA advised its members that in 
order to satisfy the requirements of said Section (h) of 
Article XX of the Agreement, each member would be 
called upon to guarantee on a pro rata basis a loan in 
the amount of $62,000,000 from Citibank, N.A., to the 
trustees of the Mine Workers Pension fund. Such loan 
was to enable trustees to pay omitted pensions to 
retirees during the period of the coal strike. Each BCOA 
member’s pro rata share of such guarantee was 
determined on the basis of its average contribution to 
the pension fund during the last five years. The Coal 
Companies’ pro rata share of the required guarantee was 
2.4747%, or a guarantee of $1,534,000, and they were 
directed to provide a letter of credit in this amount to 
Citibank, N.A., on April 7, 1978. 


On April 7, 1978, it became necessary for AEP to 
procure the letter of credit on behalf of the Coal 
Companies in accordance with BCOA requirements. It 
was so procured by AEP pursuant to the emergency 
provisions of Rule 45(b)(3) of the Act. Emergency 
circumstances had developed because of the imme- 
diate need to provide the guarantee under the Agree- 
ment, which gave the Coal Companies only 3 days to 
obtain the specified letter of credit. The Coal Com- 
panies were unable to do so on the basis of their own 
resources. 


The letter of credit will cost %% per annum and is 
required to remain in effect until October 31, 1980, by 
which time the loan to the pension trustees is expected 
to be repaid from future contractual contributions to 
the fund. It is ;, roposed that the costs of the letter of 
credit and associated costs will be billed by AEP to the 
Coal Companies on the same basis as the Coal Com- 
panies share in the required guarantees. On this basis, 
i.e., on the basis of their average contributions to the 
pension fund during the last five years, the percentage 
of the cost of the letter of credit attributable to each of 
the seven Coal Companies would be: 
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CEDAR 
CACO 
cco 
SACO 
Coco 
SsOco 
Windsor 


14.4% 
8.2% 
2.0% 
7.6% 

27.3% 

32.3% 
8.2% 


The fees and expenses to be incurred in connection 
with the proposal are estimated at $11,590. No state 
commission or federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20707), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that the declaration, be permitted to become effective. 


IT iS ORDERED, pursuant to the applicabie provisions 
of the Act and rules thereunder, that said declaration, 
be, and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division c. Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20741/October 24, 1978 


In the Matter of 

OHIO EDISON COMPANY 

76 South Main Street 

Akron, Ohio 44308 

PENNSYLVANIA POWER COMPANY 
1 East Washington Street 

New Castle, Pennsylvania 16103 
(70-6213) 


NOTICE OF PROPOSED POLLUTION CONTROL 
FACILITIES FINANCING 





NOTICE IS HEREBY GIVEN that Ohio Edison Company 
(“Ohio Edison”), an electric utility and a registered 
holding company, and its electric utility subsidiary 
Pennsylvania Power Company (“Penn Power’) have 
filed with this Commissionan application-declaration 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Sections 6, 7 and 12(b) of the 
Act and Rules 45 and 50 promulgated thereunder as 
applicable to the proposed transactions. All interested 
persons are referred to the application-declaration, 
which is summarized below, for a complete statement 
of the proposed transactions. 


Pursuant to applicable legal requirements Ohio Edison 
has installed, or is in the process of installing, water 
pollution control facilities at its Gorge, Mad River, 
Niles, Toronto, Burger, Sammis and Edgewater plants 
located in Ohio. Ohio Edison proposes to finance the 
cost of these facilities pursuant to arrangements with 
the Ohio Water Development Authority (“Authority”), 
under which arrangements the Authority will issue ut 
to $11,000,000 aggregate principal amounts of its 
bonds (“Bonds”). Penn Power and Duquesne Light 
Company (“Duquesne”) are also parties to the agree- 
ment with the Authority since part of the facilities are 
being installed at the Sammis plant and are properly 
allocable to Sammis Unit No. 7, which is owned by 
Ohio Edison, Penn Power and Duquesne as tenants in 
common. 


The Bonds will be issued under an indenture of trust 
between the Authority and a bank to be selected as 
trustee pursuant to a Loan Agreement between the 
Authority and Ohio Edison. The Loan Agreement will 
provide for the loan of the proceeds from the sale of the 
Bonds to Edison to pay the costs of the facilities and 
certain other costs associated with the financing, 
including possibly the cost of funding a reserve fund 
which the Authority’s policy indicates may be required 
to be available to the Authority for the payment of 
personnel or other costs which the Authority might 
incur in operating and maintaining the facilities if Ohio 
Edison does not do so. The size of such a reserve fund, 
if needed, is to be the subject of future discussions 
with the Authority. The proceeds from the sale of the 
Bonds may also be used in part to fund a debt service 
reserve fund sufficient to pay the maximum annual 
debt service on the Bonds in any year prior to their 
maturity. Whether such a debt service reserve fund will 
be necessary will also depend on the results of future 
discussions with the Authority. 


The Loan Agreement will also provide for the repay- 
ment by Ohio Edison to the Authority of amounts suffi- 
cient to pay the principal of and interest on the Bonds 
as the same shall become due, as well as amounts 
sufficient to pay the expenses of the Authority, the 
fees and expenses of the trustee and the fees and 
expenses of any paying agent for the Bonds. Ohio 


Edison may prepay its obligations under the Loan 
Agreement at any time and will be required to prepay if 
the Bonds are called for redemption or become subject 
to mandatory redemption. It is stated that the Author- 
ity’s policy regarding this type of financing contem- 
plates that Ohio Edison’s obligations under the Loan 
Agreement will be secured. The extent of such security 
will depend on the results of future discussions with 
the Authority. Ohio Edison may find it necessary to 
secure such obligations by the issuance of its own first 
mortgage bonds or, possibly, by a lien on certain of its 
properties which would be subordinate to the lien of its 
first mortgage indenture. 


It is contemplated that the Bonds will be marketed 
pursuant to arrangements between the Authority and 
Blyth Eastman Dillon & Company, Inc. Ohio Edison will 
not be a party to these arrangements. The terms of the 
Bonds, including rate and sinking fund provisions, will 
be supplied by amendment. 


The exact amount of Bond financing, which will be 
iimited in aggregate principal amount to $11,000,000 
will depend on the costs that may be properly financed 
under applicable rules and regulations, tax and other- 
wise. Of such amount up to $400,000 will relate to 
costs at the Sammis plant attributable to Penn Power 
because of its ownership interest in Sammis Unit No. 
7. It is stated that this amount would be too small for 
Penn Power to finance economically so it is proposed 
that the Bonds issued on behalf of Ohio Edison include 
the portion of the cost of facilities involved that are the 
responsibility of Penn Power. Under these arrange- 
ments Ohio Edison’s obligations under the Loan 
Agreement would be based on the full amount of 
Bonds issued, but Penn Power would agree, as 
between itself and Ohio Edison, to pay its pro rata 
share of the costs of the financing, including its pro 
rata share of each payment made to provide the funds 
to pay the principal of, or interest on, the Bonds. Ohio 
Edison will not receive any fee or compensation from 
Penn Power, other than reimbursement for expenses 
actually incurred, in connection with these arrange- 
ments. 


The fees and expenses to be incurred in connection 
with the proposed transactions will be filed by amend- 
ment. The Public Utilities Commission of Ohio has 
jurisdiction over the proposed transactions with 
respect to Ohio Edison and the Pennsylvania Public 
Utilties Commission has jurisdiction over the proposed 
transactions with respect to Penn Power. No other 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 20, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
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and the issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C., 20549. A copy of such 
request should be served personally or by mail upon 
the applicants-declarants at the above-stated addres- 
ses, and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as filed or as it may be amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A.Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20742/October 24, 1978 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Dallas, Texas 


(70-6206) 


ORDER AUTHORIZING ISSUE AND SALE OF 
UNISSUED COMMON STOCK PURSUANT TO AN 
EMPLOYEES INVESTMENT PLAN AND GRANTING 
EXEMPTION FROM COMPETITIVE BIDDING 


Central and South West Corporation (“CSW”), a regis- 
stered holding company, has filed an application- 
declaration with this Commission pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act of 
1935 (“Act”), and Rules 20(a) and 50 promulgated 
thereunder concerning the following proposed trans- 
action. 


CSW proposes to issue and sell not to exceed 
1,000,000 shares of its authorized and unissued 
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common stock par value $3.50 per share (the 
“additional shares”) pursuant to a CSW Employees « 
Thrift Plan (the “Plan”). 


The Plan provides a means by which eligible 
employees of CSW and its direct and indirect subsidi- 
aries, Central Power and Light Company, Central and 
South West Fuels, Inc., Central and South West 
Services, Inc., Public Service Company of Oklahoma, 
Transok Pipe Line Company, Southwestern Electric 
Power Company and West Texas Utilities Company 
(together, “CSW Subsidiaries”), may maintain a 
regular savings program to provide additional benefits 
for such employees upon retirement. Under the Plan, 
the participating employers, i.e., the CSW Subsidi- 
aries, make contributions of cash monthly, out of net 
income in an amount equal to 50% of the basic deposit 
made by each employee with less than 20 years of 
service and 75% of the basic deposit for those 
employees with 20 years of service or more. 


The Plan permits each participating employee to make 
monthly payments to his plan account in an amount 
equal to 2%, 4% or 6% of his annual salary, and to 
make additional deposits in amounts not to exceed 4% 
of his annual salary for each year of service since he 
became a participant in the Plan. 


The deposits by participating employees and the 
corresponding contributions by employers are paid 
monthly to the Trustee under the Plan, the First 
National Bank in Dallas, for investment. 


The Trustee pursuant to written direction from each 
participating employee invests funds held in each such 
employee’s Plan account. Presently purchases of 
common stock of CSW by the Trustee are made in the 
open market. It is herein proposed that such purchases 
will in the future be satisfied through the issuance and 
sale from time to time of the Additioal Shares. 


The purchase price at which any of the Additional 
Shares shall be sold to the Plan shail be the average of 
the closing prices ofthe common stock of CSW 
reported as New York Stock Exchange Composite for 
the 20 consecutive trading days ending the last trading 
day of the month in respect of which the employer 
contributions and employee basic deposit being 
invested were made. 


It is stated that the purpose of the proposed 
transaction is to provide CSW with an additional 
source of common equity capital at an economical 
cost. 


CSW requests an exception from the competitive 
bidding requirements of Rule 50 under the Act for the 
sale of the additional shares pursuant to paragraph 
(a)(5) of that Rule. 





No state commission and no federal commission, 
other than this Commission has jurisdiction over the 
proposed transaction. Fees and expenses to be 


incurred in connection with the proposed transaction 
are estimated at $51,500 including $38,500 in annual 
fees to the trustee of the Plan, and $1,000 in legal fees. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20716), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of 
investors and consumers that the application- 
declaration, be granted and permitted to become effec- 
tive. 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20743/October 24, 1978 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-6091) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK PURSUANT TO DIVIDEND REIN- 
VESTMENT AND STOCK PURCHASE PLAN AND 
GRANTING REQUEST FOR EXEMPTION FROM 
COMPETITIVE BIDDING 


Ohio Edison Company (“Ohio Edison”), a registered 
holding company, has filed with this Commission 
post-effective amendments to its application- 
declaration previously filed and amended in this matter 


pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 50 
promulgated thereunder concerning the following pro- 
posed transaction. 


By order dated December 23, 1977 (HCAR No. 20339), 
Ohio Edison was authorized to issue and sell not more 
than 1,000,000 shares of its authorized but unissued 
common stock, par value $9.00 per share, through 
October 31, 1979, pursuant to its Dividend Reinvest- 
ment and Stock Purchase Plan (the “Plan”). Ohio 
Eastern currently estimates that of such 1,000,000 
shares approximately 593,024 remains unsold as of 
August 30, 1978, and approximately 200,000 shares wiil 
remain unsold as of December 31, 1978. 


By post-effective amendment Ohio Edison proposes to 
issue and sell not more than 1,000,000 shares of its 
authorized but unissued common stock (“Additional 
Common Stock”) pursuant to the Plan through October 
31, 1980. It is stated that the common stock remaining 
to be sold under the previous order will be issued and 
sold under the Plan before the Additional Common 
Stock is issued and sold. 


The Additional Common Stock will be offered to all of 
Ohio Edison’s common stockholders pursuant to a 
voluntary plan whereby such stockholders may elect to 
(a) have dividends on their shares of common stock 
reinvested or, (b) continue to receive their cash 
dividends on shares registered in their names and 
invest by making optional cash payments of not less 
than $10 per payment nor more than a total of $5,000 
per quarter, or (c) invest both their cash dividends and 
such optional cash payments. No service charge or 
commission will be paid by participants in connection 
with purchases under the Plan, and participants will 
retain all voting rights relating to shares purchased 
under the Plan. A participant will be able to withdraw 
from the Plan at any time upon written notice. 


The purchase price of shares of common stock 
purchased with reinvested cash dividends will be an 
amount equal to 95% of the average of the high and 
low prices for Ohio Edison’s common stock, as 
reported in The Wall Street Journal report of NYSE- 
Composite Transactions, on the investment date as of 
which the purchase is made. The purchase price of 
shares purchased with optional cash payments will be 
an amount equal to 100% of such average of the high 
and low prices. Investment dates will be the last busi- 
ness day of each month. No shares will be sold under 
the Plan at less than the par value of such shares. 


Ohio Edison will announce the Plan to all of its new 
stockholders by addressing to them a_ brochure 
describing the Plan. The continued existence of the 
Plan will occasionally be brought to the attention of all 
non-participants by a remailing of such brochures. All 
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current participants in the Plan, all stockholders who 
so request and all stockholders who join the Plan will 
be sent a copy of a complete prospectus. 


The reason for the proposed issuance of the Additional 
Common Stock is to provide funds for Ohio Edison to 
continue its ongoing construction program and to 
repay a portion of its unsecured short term debt. Ohio 
Edison estimates its total plant additions for 1978 at 
$381 ,635,000. 


Ohio Edison considers that the issuance and sale of 
shares of Additional Common Stock through the rein- 
vestment of dividends to be exempted from the require- 
ments of Rule 50 by virtue of Rule 50(a)(1). With 
respect to the issuance and sale of shares of Additional 
Common Stock through optional cash payments, Ohio 
Edison requests an exemption from the competitive 
bidding requirements of Rule 50 pursuant to Rule 
50(a)(5). 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$50,000, including printing expenses of $13,000 and 
legal fees of $9,500. The Public Utilities Commission 
of Ohio has authorized the proposed transaction. No 
other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said post-effective amend- 
ment to the application-declaration has been given in 
the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 20697), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended, be 
granted and permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ments, be and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20744/October 24, 1978 


In the Matter of 


THE CONNECTICUT LIGHT & POWER COMPANY 
Selden Street 
Berlin, Connecticut 06037 


(70-6200) 


NOTICE OF PROPOSAL TO TERMINATE LEASE AND 
ACQUIRE LEASED PROPERTY 


NOTICE IS HEREBY GIVEN that The Connecticut Light 
& Power Company (“CL&P”), a public utility subsidiary 
of Northeast Utilities, a registered holding company, 
has filed an application-declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
9(a) and 10 of the Act as applicable to the proposed 
transaction. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


CL&P is successor lessee of certain gas and electric 
transmission and distribution property and franchises 
under the provisions of a lease for a term of 999 years, 
dated December 19, 1906, (“Lease”) made by the 
Connecticut Railway & Lighting Company (“CR&L”), 


as lessor, to the Consolidated Railway Company, as 
amended by an agreement dated December 30, 1943, 
between CL&P and CR&L. CL&P presently uses the 
leased properties and franchises in its business as an 
electric and gas utility. Pursuant to the Agreement Re 
Transfer of Leased Properties and Termination of 
Lease, dated May 28, 1978, (‘““Agreement”) CL&P has 
agreed to terminate the Lease, to secure a release from 
all of its obligations under the Lease, and to acquire 
the leased properties, all for a total consideration of 
$2,800,000. CL&P, as owner of the leased properties, 
will assume all the obligations or liabilities of CR&L 
with respect thereto. However, CR&L and its principal 
shareholder have agreed to indemnify and hold CL&P 
harmless with respect to all liabilities incurred by 
CL&P as a result of any of the events contemplated by 
Section 12(a) of the Agreement. Upon completion of 
the proposed transaction, CR&L will be dissolved and 
liquidated pursuant to a plan of complete liquidation 
which has been approved by its Board of Directors and 
shareholders. CL&P states that its acquisition of 
complete title to the leased properties is desirable. As 
owner of the properties, CL&P will have complete and 
unfettered discretion with respect to said properties 
and will not be bound by the lease covenants or by the 
annual lease payment obligations. 


The fees, commissions and expenses to be incurred in 
connection with the proposed transaction are 





estimated at $8,000, including legal fees of $3,000. The 
proposed termination of the Lease and sale of under- 
lying assets by CR&L is subject to the jurisdiction of 
the Connecticut Public Utilities Control Authority. It is 
stated that no other state commission and no federal 
commission, other than this Commission, has juris- 
diction over the proposed transaction. 


NOTICE iS FURTHER GIVEN that any interested 
person may, no later than November 17, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicants-declarants at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney- 
at-law, by certificate) should be filed with the request. 
At any time after said date, the application-declaration, 
as filed or as it may be amended, may be granted and 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices or orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20745/October 24, 1978 


In the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 


THE POTOMAC EDISON COMPANY 
Hagerstown, Maryland 


WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 


(70-6179) 


ORDER RELEASING JURISDICTION OVER CERTAIN 
FEES; CONTINUED RESERVATION OF JURISDICTION 
OVER OTHER MATTERS 


On August 14, 1978, an order (HCAR No. 20672) was 
issued authorizing The Potomac Edison Company 
(“Potomac Edison”) and West Penn Power Company 
(“West Penn”), both electric utility subsidiaries of The 
Allegheny Power System, Inc., (“‘Allegheny’’), a 
registered holding company, to enter into certain trans- 
actions for financing the construction of air and water 
pollution control facilities and sewage or solid waste 
disposal facilities at the Pleasants Power Station in 
Pleasants County, West Virginia. Jurisdiction was 
reserved with respect to related transactions which are 
to be entered into by Monongahela Power Company 
(“Monongahela”), another electric utility subsidiary of 
Allegheny. Jurisdiction was also reserved with respect 
to the fees, commissions and expenses to be paid by 
Potomac Edison, West Penn and Monongahela in 
connection with the proposed transactions. 


Potomac Edison and West Penn have filed a post- 
effective amendment to their application-declaration 
informing the Commission that the fees, commissions 
and expenses to be incurred in connection with the 
transactions amount to $59,913 with respect to 
Potomac Edison, including legal fees of $18,289, and 
accounting fees of $10,500 and amount to $87,500 with 
respect to West Penn, including legal fees of $26,436 
and accounting fees of $10,500. 


IT IS ORDERED that the jurisdiction reserved by the 
Commission in its order of August 14, 1978, with 
respect to the fees, commissions and expenses 
incurred by Potomac Edison and West Penn in 
connection with the proposed transaction be, and it 
hereby is, released effective forthwith. 


IT IS FURTHER ORDERED that jurisdiction continue to 
be, and it hereby is, reserved with respect to the pro- 
posed transactions to be entered into by Monongahela. 


IT iS FURTHER ORDERED that jurisdiction continue to 
be, and it hereby is, reserved with respect to the fees, 
commissions and expenses to be incurred by Monon- 
gahela in connection with the proposed transactions. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20746/October 24, 1978 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


NATIONAL FUEL GAS DISTRIBUTION CORPORATION 
10 Lafayette Square 
Buffalo, N.Y. 14203 


NATIONAL FUEL GAS SUPPLY CORPORATION 
308 Seneca Street 
Oil City, Pennsylvania 16301 


(70-5678) 


NOTICE OF POST-EFFECTIVE AMENDMENT RE- 
GARDING PROPOSED INTRASYSTEM TRANSFER OF 
ASSETS AND RELATED TRANSACTIONS 


NOTICE IS HEREBY GIVEN that National Fuel Gas 
Company (“National”), a registered holding company, 
and two of its subsidiary companies, National Fuel 
Gas Distribution Corporation (“Distribution”) and 
National Fuel Gas Supply Corporation (“Supply”), have 
filed with this Commission a post-effective amend- 
ment to the application-declaration in this proceeding 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Sections 6(a), 7, 9(a), 10, and 
12 of the Act and Rules 43 and 45 promulgated 
thereunder as applicable to the proposed transactions. 
All interested persons are referred to the amended 
application-declaration, which is summarized below, 
for a complete statement of the proposed transactions. 


By orders in this proceeding dated June 9, 1975, and 
June 16, 1975 (HCAR Nos. 19031 and 19044), National 
was authorized to issue and sell, subject to the 
competitive bidding requirements of Rule 50 promul- 
gated under the Act, $21,000,000 principal amount of 
9% Debentures, Series due June 1984, and Distribution 
and Supply were authorized to issue and sell 
corresponding notes to National having a maturity date 
of June 15, 1984, and aggregating $15,116,600 and 
$5,883,400, respectively. 


By post-effective amendment to the application- 
declaration in this proceeding, it is now proposed that 
certain properties of Distribution which actually serve 
gas supply functions be transferred to Supply and that 
certain properties of Supply which actually serve gas 
distribution functions be transferred to Distribution. 
Because the value of properties to be transferred to 
Distribution exceeds the value of properties to be 
transferred to Supply, it is also proposed that 
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Distribution will assume existing indebtedness of 
Supply to National in a principal amount equal to such 
excess. The indebtedness to be assumed will be a 
portion of the indebtedness issued by Supply to 
National as previously authorized in this proceeding. 
The proposed transfers of properties are stated to be in 
furtherance of the 1974 reorganization of National and 
its subsidiaries approved by this Commission in 
another proceeding (HCAR Nos. 18484 and 18499 (July 
5, 1974, and July 15, 1974)) and are intended to rectify 
minor oversights in, and reflect changes in use after, 
the 1974 reorganization. 


Distribution proposes to transfer by sale to Supply 
certain pipeline segments and associated regulator and 
measuring stations which actually serve supply 
functions rather than distribution functions. A detailed 
description and a map indicating the location of each 
of these facilities are included in the post-effective 
amendment to the application-declaration. The 
consideration to be received by Distribution will be 
equal to the original cost of the assets to be transferred 
by sale to Supply net of applicable accumulated 
reserves and deferred taxes at the date of transfer. 
Such consideration will consist entirely of a portion of 
the property to be transferred by Supply to Distribution 
similarly valued at original cost net of applicable 
accumulated reserves and deferred taxes at the date of 
transfer. On the basis of September 30, 1977, data, the 
net book value of the consideration to be received from 
Supply would be $481,957.25. 


Supply proposes to transfer by sale to Distribution 
certain pipeline segments and associated regulator, 
measuring, and dispatching stations, a building, and 
certain land rights, which actually serve distribution 
functions rather than supply functions. A detailed 
description and a map indicating the location of each 
of these facilities are also included in the filing. The 
consideration to be received by Supply will be equal to 
the original cost of the assets to be transferred by sale 
to Distribution net of applicable accumulated reserves 
and deferred taxes at the date of transfer. Such 
consideration will consist of (a) the property to be 
transferred by Distribution to Supply, as noted above, 
similarly valued at original cost net of applicable 
accumulated reserves and deferred taxes at the date of 
transfer, and (b) assumption by Distribution of certain 
indebtedness of Supply to National. The principal 
amount of indebtedness to be assumed will equal the 
net book value of property transferred to Distribution 
less the net book value of property received by Supply. 
On the basis of September 30, 1977, data, the net book 
value of the property to be received from Distribution 
would be $481,967.25, and the principal amount of 
indebtedness to be assumed by Distribution would be 
$2,475,773.37, which amounts together equal the net 
book value of the property to be transferred by Supply 
to Distribution. 





The indebtedness to be assumed by Distribution will 
be a portion of the indebtedness issued by Supply to 
National on June 25, 1975, as part of the National Fuel 
Gas system’s most recent long-term debt financing in 
which Supply issued long-term notes. As part of that 
same financing, Distribution issued to National on the 
same date, a note having similar terms. (As noted 
above, such transactions were authorized in this pro- 
ceeding.) The form of note to be issued by Distribution 
to National will be identical to the form of note already 
issued by Distribution in conjunction with the 1975 
debt financing excepting only the principal amount. 
The note to be issued will bear interest at the rate of 
9.2% and will mature on June 15, 1984. 


The applicants-declarants request that the time for 
filing the certificate under Rule 24(a) respecting the 
proposed transactions be extended to 60 days after 
consummation of such transactions to permit prepara- 
tion of financial statements and schedules of total fees 
and expenses. 


It is stated that the Federal Energy Regulatory 


Commission has jurisdiction over the proposed 
acquisitions and abandonments by Supply to be 
effected by the proposed transfers of assets; that the 
New York Public Service Commission has jurisdiction 
over the proposed transfers of assets and issuance of 
securities; and that the Pennsylvania Public Utility 
Commission has jurisdiction over the proposed 


transfers of assets and issuance of securities. A 
complete statement of the fees and expenses to be 
incurred in connection with the proposed transaction: 
is to be filed by amendment. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 30, 1978, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the 
post-effective amendment which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicants-declarants at the above- 
stated addresses, and proof of service (by affidavit or, 
in case of an attorney-at-iaw, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as now amended or as it may 
be further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 


this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20747/October 26, 1978 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


PENNSYLVANIA POWER COMPANY 
New Castle, Pennsylvania 


(70-5390) 


ORDER AUTHORIZING GUARANTEE OF FIRST 
MORTGAGE BONDS AND NOTES OF NON- 
AFFILIATED COAL SUPPLIER 


Ohio Edison Company (“Ohio Edison”), an electric 
utility company and a registered holding company, and 
its electric utility subsidiary company Pennsylvania 
Power Company (“Penn Power’) have filed with this 
Commission post-effective amendments to their 
application-declaration previously filed in this matter 
pursuant to Sections 6, 7 and 12(b) of the Public Utility 
Holding Company Act of 1935 (“Act”) concerning the 
following proposed transactions. 


By orders of October 30, 1973 (HCAR No. 18144), and 
July 26, 1974 (HCAR No. 18511), applicants-declarants 
were authorized to severally, and not joiritly, guarantee 
a portion of certain debt obligations of Quarto Mining 
Company (“Quarto”) in connection with Quarto’s 
development of certain coal mines which are being 
developed to supply coal for the operation of various 
generating units (Sammis Unit No. 7 and Bruce Mans- 
field Units Nos. 1 and 2) in which Ohio Edison and 
Penn Power have undivided interests as tenants in 
common with one or more other electric utilities which 
comprise the Central Area Power Coordination Group 
(“CAPCO”). CAPCO is comprised of applicants- 
declarants together with The Cleveland Electric Illumi- 
nating Company, Duquesne Light Company and The 
Toledo Edison Company. The percentage of the Quarto 
debt, including both first mortgage bonds (“Bonds”) 
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and notes and concomitant loan certificates (“Notes”), 
guaranteed by Ohio Edison is 49.65% and that guaran- 
teed by Penn Power is 8.27%. 


At present the following Bonds and Notes, guaranteed 
by applicants-declarants, have been issued by Quarto: 


Interest 
Rate 


Principal 
Amount Maturity 
8.25% 
9.70% 
8.50% 
9.75% 


Series A Bonds 
Series B Bonds 
Series A Notes 
Series B Notes 


$20,500,000 
$20,000,000 
$32,250,000 
$10,000,000 


Jan. 1, 2000 
Jan. 1, 2000 
Jan. 1, 2000 
Jan. 1, 2000 


By order dated June 30, 1978 (HCAR No. 20609), Ohio 
Edison and Penn Power were authorized to make short- 
term borrowings and/or guarantee short-term 
borrowings of Quarto through June 30, 1979, in 
amounts of up to $137,000,000 and $20,000,000, 
respectively. Jurisdiction was reserved in said order 
with respect to applicants-declarants’ proposed 
guaranties of an additional series of Quarto notes and 
concomitant loan certificates (“Series C Notes”), Ohio 
Edison’s and Penn Power’s portion of such guaranties 
being the percentages stated above. 


By post-effective amendments it is stated that the 
Series C Bonds will be issued in an aggregate principal 
amount of $100,000,000, will mature on January 1, 
2000, will bear interest at the rate of 9.40% per annum 
(with interest on any overdue payments of principal or 
interest at the rate of 10.40% per annum), will be 
subject to annual sinking fund payments equal to 5% 
of the original principal amount commencing on 
January 1, 1981, and will not be redeemable prior to 
January 1, 1989, if such redemption is accomplished, 
directly or indirectly, by the use of borrowed funds or 
proceeds from the sale of preferred stock if the 
borrowed funds have a lower effective interest cost or a 
shorter weighted average life to maturity than the Series 
C Bonds or the preferred stock has a lower effective 
dividend cost than the Series C Bonds or may be retired 
at an average rate faster than that prescribed by the 
sinking fund provisions relating to the Series C Bonds. 
It is anticipated that $78,662,000 principal amount of 
Series C Bonds will be issued on October 26, 1978, and 
the remaining $21,338,000 will be issued on or about 
February 7, 1979 (and in any event prior to December 31, 
1979). 


The Series C Notes will be issued in an aggregate 


principal amount of $51,750,000, will mature on 
January 1, 2000, will bear interest at the rate of 9.40% 
per annum (with interest on any overdue payments of 
principal or interest at the rate of 10.40% per annum), 
will be subject to level debt service paymerits designed 
to pay the interest and principal over the term of the 
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notes commencing on July 1, 1979 (with interest only 
being paid until such date), and may not be prepaid 
prior to January 1, 1989, if such prepayment is 
accomplished, directly or indirectly, by the use of 
borrowed funds or proceeds from the sale of preferred 
stock if such borrowed funds have a lower effective 
cost or a shorter weighted average life to maturity than 
the Series C Notes or the preferred stock has a lower 
effective dividend cost than the Series C Notes or may 
be retired at an average rate faster than that prescribed 
by the mandatory debt service payments relating to the 
Series C Notes. It is anticipated that $41,000,000 
principal amount of Series C Notes will be issued on 
October 26, 1978, and the remaining $10,750,000 will 
be issued on or about February 7, 1979 (and in any 
event prior to December 31, 1979). 


It is anticipated that the proceeds from the sales of the 
Series C Bonds and the Series C Notes will be applied 
by Quarto to reduce short-term indebtedness incurred 
to pay the cost of developing and equipping the mines 
and/or to pay such costs directly. Such short-term 
indebtedness is guaranteed by the CAPCO companies. 
It is stated that the estimated total cost of developing 
and equipping the mines has increased from the 
$140,000,000 originally estimated to $360,000,000. This 
increase takes into account revisions of the overall 
mining plan, which now contemplates final total 
annual production of 4,700,000 tons, which figure is 
smaller than the 6,400,000 tons originally forecast for 
the project. Based upon the present $360,000,000 cost 
estimate, and assuming the issuance of $100,000,000 
of Series C Bonds, it is anticipated that an additional 
series of bonds aggregating $61,500,000 will be issued 
and sold at a later date in order to complete the 
financing of the cost of developing and equipping the 
mines. 


The fees and expenses to be incurred in connection 
with the proposed transactions will be supplied by 
further amendment. The Pennsylvania Public Utilities 
Commission and the Ohio Public Utilities Commission 
have authorized the proposed transactions. No other 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transactions. 


Due notice of the filing of said post-effective amend- 
ments to the application-declaration has been given in 
the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 20557), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended, be 
granted and permitted to become effective: 





IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ments, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, and subject further to the reservation of juris- 
diction previously ordered with respect to fees and 
expenses. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10448/October 20, 1978 


In the Matter of 


BAXTER/TRAVENOL INTERNATIONAL CAPITAL 
CORPORATION 

One Baxter Parkway 

Deerfield, Illinois 60015 


(812-4287) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
AND RULE 6c-1(c)(2) THEREUNDER PERMITTING 
ISSUANCE OF CERTAIN SECURITIES. 


Baxter/Travenol International Capital Corporation (“Ap- 
plicant”), a wholly-owned finance subsidiary of Baxter 
Travenol: Laboratories, Inc., filed an application on 
March 30, 1978, and an amendment thereto on July 18, 
1978, pursuant to Section 6(c) of the Investment 
Company Act of 1940 (“Act”) and Rule 6c-1(c)(2) there- 
under, for an order of the Commission to permit the 
Applicant to issue additional shares of its Convertible 
Preferred Stock, First Series to be offered to 
purchasers in foreign countries. 


On September 19, 1978, a notice was issued 
(Investment Company Act Release No. 10413) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing, and 
stated that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and 
the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested order is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act 
and Rule 6c-1(c)(2) inereunder, that Baxter/Travenol 
International Capital Corporatién be, and it hereby is, 
permitted to issue to Baxter Services, A.G. for offer 
and sale to purchasers in foreign countries 125,000 
remaining authorized shares of its Convertible Pre- 
ferred Stock, First Series, effective forthwith, subject 
to the condition that the Applicant continue to comply 
with all of the requirements of paragraph (b) of Rule 
6c-1. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10449/October 23, 1978 


In the Matter of 


MONEY POOLERS INCOME TRUST 
518 Beach 140th Street 
New York, New York 11694 


(811-2523) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE INVESTMENT COMPANY ACT 
OF 1940 FOR AN ORDER DECLARING THAT 
APPLICANT HAS CEASED TO BE AN INVVESTMENT 
COMPANY. 


NOTICE IS HEREBY GIVEN, that Money Poolers 
Income Trust (“Appiicant’), registered under the 
Investment Company Act of 1940 (“Act”) as an open- 
end, diversified management investment company, 
filed an application on November 28, 1977, and an 
amendment thereto on September 25, 1978, pursuant 
to Section 8(f) of the Act for an order of the 
Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein which are sum- 
marized below. 
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Applicant, organized under the laws of the State of 
New York, registered under the Act on September 19, 
1974. On the same date it filed a registration statement 
(File No. 2-54403) under the Securities Act of 1933 for 
the public offer and sale of shares of its capital stock. 
This registration statement was declared effective on 
November 25, 1975; however, no shares were ever sold 
to the public and thus no shares are currently 
outstanding. The application states that because of 
economic conditions the Applicant was unable to sell 
any of its shares pursuant to the public offering. 


The application further states that at a special meeting 
of Applicant’s board of trustees held on July 5, 1977, 
the trustees determined that Applicant should cease to 
be an investment company and that an application 
should be filed with the Commission seeking an order 
of the Commission terminating the Applicant’s regis- 
tration under the Act. 


Applicant represents that it has no unpaid expenses or 
claims against it and that it is not a party to any 
litigation or administrative proceedings, that no shares 
have been sold, no assets have been transferred to a 
separate trust, and that there are no outstanding 
subscriptions for sale of shares. It also states that 
steps will be taken upon the receipt of the requested 
order of the Commission to liquidate and dissolve the 
trust pursuant to the laws of the State of New York. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment 
company has ceased to be an investment company it 
shall so declare by order, which order may be subject 
to appropriate conditions, and upon effectiveness of 
such order the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 16, 1978 at 5:30 
p.m., submit to the Commission in writing a request 
for hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit, or in case of any attorney-at-law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
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Commission’s own motion. Persons who request a 
hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10450/October 25, 1978 


In the Matter of 


AMERICAN MONEY INSTRUMENTS, INC. 
One Continental Drive 
Valley Forge, PA 19482 


(811-2499) 


NOTICE OF FILING OF AN APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT THE APPLICANT HAS CEASED TO 
BE AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that American Money 
Instruments, Inc. (“Applicant”), registered as an open- 
end, diversified, management investment company 
under the Investment Company Act of 1940 (the “Act”), 
filed an application on November 15, 1977, pursuant to 
Section 8(f) of ihe Act, for an order of the Commission 
declaring that the Applicant has ceased to be an invest- 
ment company as defined in the Act. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


The Applicant registered under the Act on June 26, 
1974, as an open-end, diversified, management 
company. It states that, as of the date the application 
was filed, it was an existing Maryland corporation in 
good standing. 


According to the application, Applicant entered into an 
Agreement and Plan of Reorganization (the “Agree- 
ment”) dated September 29, 1977, under which sub- 
stantially all of Applicant’s assets would be sold to 
Merrill Lynch Ready Assets Trust (the “Trust”) in 
exchange for an equivalent value of shares of the Trust, 
on the basis of relative net asset values on the closing 





date. The shareholders of Applicant, at a special 
meeting held on October 27, 1977, approved 
resolutions, previously adopted by the Applicant’s 
Board of Directors, which, in essence, provided for the 
execution of the Agreement and certain other events 
necessary for the winding up of Applicant’s affairs. 
Applicant states that on November 1, 1977, pursuant io 
the Agreement, substantially all of the assets of 
Applicant were transferred to the Trust in exchange for 
shares of beneficial interest in the Trust, and that those 
shares were contemporaneously distributed to 
Applicant’s shareholders. Applicant states further that, 
immediately prior to the transfer of assets to the Trust, 
there were 503,443.025 shares of Applicant’s common 
stock outstanding. The net asset value, in the 
aggregate, of such shares was $5,034,430.25. 


Applicant represents that no brokerage commission 
was paid on the transfer of assets to the Trust. 
Applicant states that there are no existing shareholders 
of Applicant to whom distributions in complete liqui- 
dation of their interests have not been made, and that 
at the time of the filing of this application, Applicant 
had no shareholders. 


Applicant states that it retained $21,046.00 in cash, 
and that these assets will not be invested in any 
securities; rather, they will be used to discharge 
Applicant’s remaining liabilities. Applicant states that 
Articles of Transfer, as required by the Annotated Code 
of Maryland, were executed on November 1, 1977, by 
Applicant and the Trust, and were filed and accepted 
on November 2, 1977. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds 
that a registered investment company has ceased to be 
an investment company, it shall so declare by order, 
and that, upon the taking effect of such order, the 
registration of such company shall cease to be in 
effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 20, 1978, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues, if any, of fact or law pro- 
posed to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 2054S. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 


under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10451/October 26, 1978 


In the Matters of 


DAILY INCOME FUND, INC. 
230 Park Avenue 

New York, New York 10017 
(812-4217) 


DREYFUS MONEY MARKET INSTRUMENTS, INC. 
767 Fifth Avenue 

New York, New York 10022 

(812-4229) 


INSTITUTIONAL LIQUID ASSETS, INC. 
8700 Sears Tower 

Chicago, Illinois 60606 

(812-4208) 


INTERCAPITAL LIQUID ASSET FUND, INC. 
130 Liberty Street 

New York, New York 10006 

(812-4230) 


MERRILL LYNCH GOVERNMENT FUND, INC. 
and 


MERRILL LYNCH INSTITUTIONAL FUND, INC. 
100 Federal Street 

Boston, Massachusetts 02110 

(812-4213) 


SCUDDER CASH INVESTMENT TRUST 
175 Federal Street 

Boston, Massachusetts 02110 
(812-4200) 
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and 


TEMPORARY INVESTMENT FUND, INC. 


and 


TRUST FOR SHORT-TERM FEDERAL SECURITIES 
Suite 204—Webster Building 

Concord Plaza 

3411 Silverside Road 

Wilmington, Delaware 19810 

(812-4173) 


NOTICE OF AND ORDER CANCELLING HEARING 
AND GRANTING AMENDED APPLICATIONS FOR 
EXEMPTIONS FROM RULES 2a-4 AND 22c-1 UNDER 
THE ACT. 


In Investment Company Act Release Nos. 9998 
(November 8, 1977), 10161 (March 17, 1978), 10000 
(November 8, 1977), 10201 (April 12, 1978), 9999 
(November 8, 1977), 9992 (November 4, 1977), and 9983 
(November 1, 1977), notices were issued of the filing of 
applications by: (1) Daily Income Fund, Inc.; (2) 
Dreyfus Money Market Instruments, Inc.; (3) 
Institutional Liquid Assets, Inc. (“ILA”); (4) Inter- 
Capital Liquid Asset Fund, Inc.; (5) Merrill Lynch 
Government Fund, Inc. (formerly, White Weld Govern- 
ment Fund, Inc.) and Merrill Lynch Institutional Fund, 
Inc. (formerly, White Weld Money Market Fund, Inc.); 
(6) Scudder Cash Investment Trust; and (7) Temporary 
Investment Fund, Inc. (“Temp Fund”) and Trust for 
Short-Term Federal Securities (“Fed Fund”) (these 
nine companies are hereinafter referred to collectively 
as “Applicants”), respectively. 1 Each of the Appli- 
cants, with the exception of Dreyfus Money Market 
Instruments, Temp Fund and Fed Fund, had requested 
orders pursuant to Section 6(c) of the Investment 
Company Act of 1940 (the “Act”) exempting Applicants 
from the provisions of Section 2(a)(41) of the Act and 
Rules 2a-4 and 22c-1 thereunder to permit, generally, 
the valuation of their portfolio instruments on an 
amortized cost basis. ILA requested, in addition, that 
its principal underwriter, Salomon Brothers, be 
exempted from the provisions of Rule 22c-1, to the 
extent necessary to permit ILA to value its assets at 
amortized cost. Dreyfus Money Market Instruments, 
Inc., requested an order pursuant to Section 6(c) of the 
Act granting an exemption from Rule 22c-1 to permit it 
to calculate its price per share to the nearest one cent 
on a share value of $1.00. Temp Fund and Fed Fund 





TILA states in its application, as amended, that it is in 
the process of effecting a reorganization into a new 
business entity (“Successor”), and requests that the 
order it seeks be applicable to such Successor. There- 
fore, for purposes of the orders hereby issued, the term 
“Applicants,” as defined herein, includes ILA and its 
Successor. 
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requested an order pursuant to Section 6(c) of the Act 
granting an exemption from Rule 2a-4 to permit them 
to calculate their net asset values per share to the 
nearest one cent on share values of $1.00. 


The aforementioned notices gave interested persons an 
opportunity to request a hearing on the respective 
matters and stated, in each case, that an order 
disposing of that application would be issued as of 
course (following the expiration of the various periods 
specified in the notices) unless the Commission 
should thereafter order a hearing thereon, either upon 
request or upon the Commission’s own motion. The 
Dreyfus Corporation and Reserve Management 
Corporation, registered investment advisers, filed 
requests for such hearings. 


Each of the Applicants describes itself as a “money 
market” fund. Applicants, as well as certain other 
“money market” funds, requested exemptions in the 
nature of those described above, to the extent those 
orders might be necessary, either to permit them to 
value their assets or to calculate their prices per share 
in a manner inconsistent with the views of the 
Commission expressed in Investment Company Act 
Release No. 9786 (May 31, 1977) (“Release No. 9786”). 
Release No. 9786, among other things, stated the 
Commission’s views that: (1) it is inconsistent 
generally with the provisions of Rule 2a-4 under the Act 
for “money market” funds to value their assets on an 
amortized cost basis, ignoring market factors, and (2) 
it is inconsistent with the provisions of Rule 2a-4 under 
the Act for such funds to “round off” calculations of 
their net asset values per share to the nearest one cent 
on a share value of $1.00. 


On April 12, 1978, having determined that it was 
appropriate in the public interest and consistent with 
the protection of investors to hold a hearing with 
respect to the applications of the Applicants and those 
of other “money market” funds requesting similar 
relief, the Commission, pursuant to Section 40(a) of 
the Act, ordered hearings on such applications, and, 
pursuant to Rule 10 of the Commission’s Rules of 
Practice, ordered that the applications be joined for 
hearing, and that such proceedings be consolidated 
(Investment Company Act Release No. 10201, April 12, 
1978).3 





2The Commission granted temporary exemptions to 
each of the Applicants except InterCapital Liquid Asset 
Fund, Inc. Investment Company Act Release Nos. 
10027 (November 28, 1977) and 10161 (March 17, 1978). 


3That hearing is now scheduled to commence on 
November 6, 1978. 





The Applicants and The Reserve Fund, Inc., Dreyfus 
Liquid Assets, Inc., and the Dreyfus Corporation (the 
latter three companies being non-party participants in 
the aforementioned hearing, and who are hereinafter 
referred to as the “Participants”) have entered into a 
joint agreement (‘‘Joint Agreement’) whereby 
Applicants, inter alia, agreed to amend their applica- 
tions in certain respects, and the Participants, inter 
alia, agreed to withdraw any objections, and to waive 
any right to object, to the granting of the applications 
of the Applicants if amended in accordance with the 
terms of the Joint Agreement.4 


NOTICE IS HEREBY GIVEN that the Applicants have, 
in accordance with the provisions of the Joint Agree- 
ment, amended their applications to request, pursuant 
to Section 6(c) of the Act, exemptions from the pro- 
visions of Rule 2a-4 and Rule 22c-1 under the Act, to 
permit them to calculate their net asset values or 
prices, for the purpose of sales, redemptions and 
repurchases of their shares, to the nearest one cent on 
a share value of $1.00. In addition, ILA has requested 
that its principal underwriter, Salomon Brothers, be 
exempted from the provisions of Rule 22c-1 to the 
extent necessary to permit ILA’s net asset value to be 
calculated to the nearest one cent on a share value of 
$1.00. 


As summarized in the above-cited prior notices of the 
applications, Applicants state that investors who 
purchase their shares desire stable net asset values per 
share, and a relatively constant return on_ their 
investments. Each of the Applicants seeks exemptions 
which would, in its view, enable it largely to achieve 
these objectives. 


Applicants propose to value their portfolio securities in 
accordance with the views of the Commission set forth 
in Release No. 9786. As noted above, in part, Release 
No. 9786 expressed the view that amortized cost 
valuation should not be utilized, except with respect to 
portfolio securities with remaining maturities of 60 
days or less and provided that such valuation is deter- 
mined by. the boards of directors to be appropriate. 


Rule 22c-1 adopted under the Act provides, in part, that 
no registered investment company or principal under- 
writer therefor issuing any redeemable security shall 
sell, redeem, or repurchase any such security except at 
a price based on the current net asset value of such 
security which is next computed after receipt of a 





4applicants filed motions with the Administrative Law 
Judge assigned to the hearing requesting, inter alia, 


that their applications be severed from the 
consolidated proceeding. The Administrative Law 
Judge ordered such severances on October 6, 1978. 


tender of such security for redemption or of an order to 
purchase or sell such security. Rule 2a-4 adopted 
under the Act provides, as here relevant, that the 
“current net asset value” of a redeemable security 
issued by a registered investment company used in 
computing its price for the purposes of distribution 
and redemption shall be an amount which reflects 
calculations made substantially in accordance with the 
provisions of that Rule, with estimates used where 
necessary or appropriate. Applicants have requested 
exemptions from Rule 2a-4 and Rule 22c-1 to enable 
them to price their shares in the manner described 
above. 


Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, exempt any 
person, security or transaction, or any class or classes 
of persons, securities or transactions, from any pro- 
vision or provisions of the Act or the rules thereunder, 
if and to the extent that such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


Applicants assert that many of their investors require 
an investment vehicle that offers a constant net asset 
value per share and a relatively smooth stream of 
investment income. They state that many of their 
shareholders would seek other investment alternatives 
if such investors could not expect ordinarily that 
shares of Applicants could be purchased and redeemed 
at constant net asset values per share. Applicants 
submit that the exemptions they request are 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


Applicants have amended their applications to 
eliminate many of the conditions previously contained 
in their applications. These conditions are summarized 
in the above-cited notices of the applications. Appli- 
cants, in recognition of the fact that, unlike traditional 
investment companies with equity securities port- 
folios, they seek to provide investment vehicles having 
stable prices per share, have amended their 
applications to provide the following alternative 
conditions, which conditions were specified in the 
Joint Agreement, and have agreed that such conditions 
may be imposed in any order granting the exemptions 
they have requested: 


(1) Each Applicant states that its Board of 
Directors [Trustees, in the case of a trust], 
in supervising Applicants’ respective 
operations and delegating special respon- 
sibilities involving portfolio management to 
Applicants’ respective investment advisers, 
undertakes—as a particular responsibility 
within the overall duty of care owed to its 
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shareholders—to assure to the extent 
reasonably practicable, taking into account 
current market conditions affecting Appli- 
cants’ investment objectives, that Appli- 
cants’ respective prices per share as com- 
puted for the purpose of distribution, 
redemption and repurchase, rounded to the 
nearest one cent, will not deviate from 
$1.00; 


(2) Each Applicant states that it will main- 
tain a dollar-weighted average portfolio 
maturity appropriate to its objective of 
maintaining a stable price per share, and 
that it will not (i) purchase an instrument 
with a remaining maturity of greater than 
one year, or (ii) maintain a dollar-weighted 
average portfolio maturity in excess of 120 
days; and 


(3) Each Applicant states that its pur- 
chases of portfolio instruments, including 
repurchase agreements, will be limited to 
specified instruments of specified qualities 
in the case of all instruments other than 
U.S. Government issues and U.S. Govern- 
ment agency issues.> 


As stated at note 2 above, all of the Applicants, with 
the exception of InterCapital Liquid Asset Fund, Inc., 
were granted temporary exemptions to enable them to 
utilize amortized cost valuation, or calculate their net 
asset values per share to the nearest one cent on share 
values of $1.00, in each case under certain conditions 
to which they agreed. Those temporary orders were to 
remain in effect until final disposition of the 
applications by the Commission, including any sub- 
sequent judicial review. Certain Applicants have 
indicated that, if the Commission grants their applica- 
tions as amended, a transition period will be necessary 
to permit Applicants to modify their operations to 
accommodate the procedures proposed in the applica- 
tions. Accordingly, certain Applicants have requested 
that they be permitted to operate pursuant to their 





Swith respect to the condition relating to portfolio 
quality, each Applicant has specified particular quality 
limitations. These limitations are set forth in the 
respective applications, as amended. Certain Appli- 
cants have agreed to quality limitations which differ in 
some respects from those set forth in the prior notices 
of their applications. However, these modifications do 
not establish quality limitations lower than those to 
which other Applicants have agreed and which were set 
forth in the notices of the applications of those other 
Applicants. 
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temporary orders for various periods of time 
subsequent to any order granting their applications.§ 


In view of the foregoing, particularly (1) on the basis of 
the applications as amended in the manner described 
above, and (2) the agreement of the Participants to 
withdraw their objections to the granting of the appli- 
cations without a hearing and to waive any right to 
object thereto, the Commission finds that a hearing on 
the Applicants’ applications is no longer necessary in 
the public interest or for the protection of investors, 
and that the granting of the requested exemptions is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 38(a) of the Act, 
that the hearing on the applications of Applicants is 
hereby cancelled, and that the order for a hearing on 
these applications is hereby rescinded, effective forth- 
with. 


IT IS FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the requested exemptions from the pro- 
visions of Rule 22c-1 and Rule 2a-4 promulgated under 
the Act be, and hereby are, granted, effective forthwith, 
each subject to the conditions set forth in the 
respective amended applications and described above. 


IT IS FURTHER ORDERED, pursuant to Sections 38(a) 
and 6(c) of the Act, that the orders temporarily granting 
Applicants’ (other than InterCapital Liquid Asset Fund, 
Inc.) applications as previously noticed be, and hereby 
are, extended (to the extent they otherwise will have 
expired by their terms) for such times as may be neces- 
sary for those Applicants affected to modify their 
operations to implement the pricing procedures set 
forth in their applications as amended: provided, how- 
ever, that any such extension shall terminate on 
February 28, 1979. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








8The Division of Investment Management has advised 
the Commission that no Applicant has asked that the 
temporary orders be extended beyond February 28, 
1979. None of the Applicants objects to such extension 
of the temporary orders. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10452/October 26, 1978 


In the Matter of 


FINANCIAL MUNICIPAL BOND FUND, INC. 
Post Office Box 2040 

1050 South Broadway 

Denver, Colorado 80201 


(811-2705) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


Financial Municipal Bond Fund, Inc. (“Applicant”), 
registered under the Investment Company Act of 1940 
(“Act”) as an open-end, diversified management 
investment company, filed an application on August 
21, 1978, and an amendment thereto on September 15, 
1978, for an order of the Commission, pursuant to 
Section 8(f) of the Act, declaring that Applicant has 
ceased to be an investment company as defined in the 
Act. 


On September 25, 1978, a notice (Investment Company 
Act Release No. 10416) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the Applicant has ceased to be an investment company 
as defined in the Act. Accordingly, 


IT 1S HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Financial Municipal 
Bond Fund, Inc., shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10453/October 26, 1978 


DEPOSITS OF SECURITIES IN SECURITIES DEPOSI- 
TORIES 


AGENCY: Securities and Exchange Commission. 


ACTION: Final rule. 


SUMMARY: The Commission is adopting a new rule 
that (1) designates the Federal Reserve/Treasury book- 
entry system as a permitted securities depository for 
investment company securities and (2) states the 
conditions under which registered management 
investment companies or qualified custodians may 
deposit investment company securities in a securities 
depository, which for the purpose of the rule is defined 
as a system for the central handling of securities where 
all securities of any particular class of series of any 
issuer deposited within the system are treated as 
fungible and may be transferred or pledged by 
bookkeeping entry without physical delivery of the 
securities. The Commission believes that these 
conditions are necessary or appropriate for the 
protection of investment company shareholders. The 
purpose of this rule is to enable investment companies 
to participate, with minimum risks, in the potential 
benefits incident to the deposit of securities in 
securities depositories. 


EFFECTIVE DATE: December 31, 1978 


FOR FURTHER INFORMATION CONTACT: Stanley 
B. Judd, 202-755-0213 or Elizabeth T. Tsai, 
202-755-0210, Division of Investment Management, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today adopted a new Rule 
17f-4 [17 CFR 270.17f-4] under Section 17(f) of the 
Investment Company Act of 1940 (the “Act”) [15 U.S.C. 
80a-1 et seq., as amended by Pub. L. No. 91-547, eff. 
Dec. 14, 1971]. The Rule designates the Federal 
Reserve/Treasury book-entry system for United States 
and federal agency securities (book-entry system) as a 
permitted depository for securities owned by 
management investment companies that are registered 
with the Commission (investment companies). The 
Rule also states the conditions under which 
investment companies or their custodians may deposit 
all or any part of the securities owned by the 
investment companies (investment company secu- 
rities) in clearing agencies registered with the 
Commission (clearing agencies) that act as securities 
depositories or the book-entry system. The 
Commission believes these conditions to be necessary 
or appropriate for the protection of investment 
company shareholders in view of the nature of invest- 
ment companies and the unique legislative provision for 
their regulation. 


1. BACKGROUND 


A. Section 17(f) before the 1970 Amendments Act 
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At least as early as 1935, Congress recognized that 
investment companies are affected with a strong public 
interest and present special features which require 
attention beyond simply the disclosure philosophy of 
the Securities Act of 1933 [15 U.S.C. 77a et seq.]. (H. 
Rept. 1382, 91st Cong., 2d Sess. 2 (1970). In 1940, 
Congress found that investment companies are 
affected with a national public interest in that, among 
other things, they are media for the investment in the 
national economy of a substantial part of the national 
savings and may have a vital effect upon the flow of 
savings into the capital markets. (15 U.S.C. 80a-1). 


As a part of its broad design to protect investors in 
investment companies, Congress required in Section 
17(f) of the Act [15 U.S.C. 80a-17(f)] every investment 
company to place and maintain investment company 
securities in the custody of: 


(1) A bank having the qualifications 
prescribed in Section 26(a)(1) [15 U.S.C. 
80a-26(a)(1)] of the Act for the trustees of 
unit investment trusts (bank custodian). 


(2) A company which is a member of a 
national securities exchange, subject to 
such rules and regulations as the Commis- 
sion may from time to time prescribe for the 
protection of investors (member firm 
custodian); or 


(3) The investment company which owns 
the securities but only in accordance with 
such rules and regulations as the 
Commission may from time to time 
prescribe for the protection of investors. 


Congress specifically provided also that, in making 
rules, regulations, and orders that deal with the 
custody of investment company securities and other 
investments pursuant to Section 17(f), the Commis- 
sion may, among other things: (1) make appropriate 
provision with respect to such matters as the 
earmarking, segregation, and hypothecation of these 
securities and (2) provide for or require periodic or other 
inspections by independent public accountants, 
employees and agents of the Commission, and such 
other persons as the Commission may designate. 
Congress aiso provided that no member of a national 
securities exchange which traded in securities for its 
own account could act as custodian except in 
accordance with rules and regulations prescribed by 
the Commission for the protection of investors. 


Pursuant to Section 17(f) of the Act, the Commission 
has adopted Rule 17f-1 [17 CFR 270.17f-1], which 
states the conditions under which investment 
companies may place or maintain investment company 
securities in the custody of members of national 
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securities exchanges. The Commission also has 
adopted Rule 17f-2 [17 CFR 270.17f-2], which states 
the conditions under which investment companies may 
maintain these securities in their own custody. Finally, 
Appendix A to the guidelines for the preparation of the 
registration statement for an investment company is a 
sample custody agreement with a bank (model 
custodian agreement). Investment Company Act 
Release No. 7221 (June 29, 1972)(37 FR 12790). The 
Division of Investment Management believes that 
sections 3, 4, 5, 6, 8, and 12 of the model custodian 
agreement are essential to any custody agreement with 
a bank. 


B. The 1970 Amendments Act 


In 1970, Congress again demonstrated its concern for 
the safety of investment company assets by amending 
Section 17(f) to require that an investment company 
which maintains its securities in the custody of banks 
keep in the custody of those banks (or in accordance 
with Commission rules) not only the cash proceeds 
from the sale of these securities but also other cash 
assets of the investment company. 


In addition, Congress amended Section 17(f) of the Act 
to permit, subject to such rules, regulations, and 
orders as the Commission may adopt as necessary or 
appropriate for the protection of investors, investment 
companies or qualified custodians (with the consent of 
the investment companies for which they act as 
custodians) to deposit investment company securities 
in a system, established by a national securities 
exchange or national securities association registered 
with the Commission under the Securities Exchange 
Act of 1934 (Securities Exchange Act) [15 U.S.C. 78a et 
seq.] or such other person as may be permitted by the 
Commission, for the central handling of securities 
under which all securities of any particular class or 
series of any issuer deposited within the system are 
treated as fungible and may be transferred or pledged 
by bookkeeping entry without physical delivery. (Pub. 
L. 91-547, § 9(a), 84 Stat. 1420, effective Dec. 14, 1971.) 


C. The Securities Acts Amendments of 1975 





1 However, an investment company may maintain 
checking accounts in a bank or banks having the 
qualifications prescribed in Section 26(a)(1) of the Act 
for trustees of unit investment trusts, provided the 
total balance of its accounts does not exceed the 
amount of the fidelity bond required by Section 17(g) of 
the Act [15 U.S.C. 80a-17(g)] for officers or employees 
who can draw on them. For guidelines for opening and 
maintaining checking accounts, see Investment 
Company Act Release No. 6863 (Dec. 6, 1971) (37 FR 
1474). 





In 1975, Congress added Section 17A to the Securities 
Exchange Act [15 U.S.C. 78q-1] which provided for the 
establishment of a national system for the clearance 
and settlement of securities transactions having found, 
in paragraph (a) thereof [15 U.S.C. 78q-1(a)], that: 


(A) The prompt and accurate clearance and settle- 
ment of securities transactions, including the transfer 
of record ownership and the safeguarding of securities 
and funds related thereto, are necessary for the 
protection of investors and persons facilitating trans- 
actions by and acting on behalf of investors. 


(B) Inefficient procedures for clearance and settle- 
ment impose unnecessary costs on investors and 
persons facilitating transactions by and acting on 
behalf of investors. 


(C) New data processing and communications tech- 
niques create the opportunity for more efficient, 
effective, and safe procedures for clearance and settle- 
ment. 


(D) The linking of all clearance and settlement 
facilities and the development of uniform standards 
and procedures for clearance and settlement will 
reduce unnecessary costs and increase the protection 
of investors and persons facilitating transactions by 
and acting on behalf of investors. 


Congress, moreover, directed the Commission to use 
its authority under the Securities Exchange Act to end 
the physical movement of securities certificates in 
connection with the settlement among brokers and 
dealers of transactions in securities consummated by 
means of the mails or any means or instrumentalities 
of interstate commerce. (15 U.S.C. 78q-1(e)). However, 
the Commission does not believe addition of Section 
17A to the Securities Exchange Act of 1934 [15 U.S.C. 
17q-1] in 1975 was intended by Congress to modify in 
any respect its rulemaking authority and responsibility 
in Section 17(f) of the Investment Company Act. 


D. History of the proposed rule 


On February 7, 1977, the Commission published pro- 
posed Rule 17f-4 under the authority granted to the 
Commission by Sections 17(f) and 38(a) of the Act [15 
U.S.C. 80a-17(f), 37(a)] Investment Company Act 
Release No. 9633 (February 7, 1977) (42 FR 8666); 
comment period extended, Investment Company Act 


Release No. 9669 (March 9, 1977) (42 FR 14748). The . 


proposed rule would have named the book-entry 
system as a permitted depository and stated the 
conditions under which an investment company or its 
custodian could deposit investment company 
securities in the book-entry system or in a clearing 
agency which acts as a securities depository. The 
Commission considered the public comments received 


and, in response, substantially revised the proposed 
rule. 


On December 8, 1977, the Commission published 
revised proposed Rule 17f-4. investment Company Act 
Release No. 10053 (42 FR 63722). interested persons 
responded with written comments, all of which the 
Commission has considered carefully. 


ll. DISCUSSION OF RULE 171-4 


In view of the comments received and the reasons 
indicated in this release, the Commission is adopting 
Rule 17f-4 (the Rule). The Rule retains some of the pro- 
visions of the revised proposed rule, but eliminates 
others. 


A. Deposit in the book-entry system 


The Rule in paragraph (b) designates the book-entry 
system as a permitted securities depository so that 
investment companies may continue to invest in 
marketable securities issued by the Treasury Depart- 
ment and certain federal agencies. As of February, 
1978, over 90 percent of these securities were main- 
tained in book-entry form and eventuaily all these 
securities may be available only in book-entry form. 


B. Conditions for deposit in depository systems 


The Rule in paragraph (c) also states the conditions 
under which investment company securities may be 
deposited in the book-entry system or in — 
agencies which act as securities depositories. 
Whether a deposit is made by an investment company, 
its custodian, or the latter’s agent, the board of 
directors of the investment company must first approve 
the depository arrangement, and review it at least 
annually. The board of directors should carefully 
consider the terms of any such depository arrange- 
ment, the technical capability of the parties to dis- 
charge their responsibilities, the costs and risks 
involved, and other pertinent factors that relate to the 
safety or cost-effectiveness of the arrangement. 


(1) Deposit by an investment company 


When an investment company itself deposits securities 
in a clearing agency, subparagraph (c)(1) of the Rule 
requires the investment company to have a system that 
is reasonably designed to prevent unauthorized 
officer’s instructions. The system should provide, at 
least, for the form, content, and means of giving, 





2 Securities Exchange Act Release No. 14531 (Mar. 6, 
1978) (43 FR 10288) proposes that registration as a 
clearing agency should qualify clearing agencies for 
participation in or interface with other clearing 
agencies. 
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recording, and reviewing these instructions. This 
condition is necessary for the protection of investment 
company shareholders because the movement of 
securities for a participant’s account in a depository 
system is subject to the sole order of the participant 
through an officer’s instruction which, typically, needs 
only one authorized signature that may be in 
reproduced form. 


Subparagraph (c)(2) of the Rule also requires the 
clearing agency to agree that, when it ceases to act as 
a depository for an investment company, it shall deliver 
the securities held by it for the investment company to 
a successor clearing agency, to a custodian, or, where 
the investment company has custody of its own 
securities under Rule 17f-2, to a safekeeper of the 
securities to be named by the investment company. 
Where the investment company has not named one, 
the clearing agency shall deliver the investment 
company’s securities to a bank custodian having the 
qualifications prescribed in Section 26(a)(1) of the Act. 
The clearing agency’s obligation to deliver is subject to 
its rules on contributions to its clearing or participants 
fund. 


This condition is necessary to ensure that, upon 
termination of an investment company’s participation 
in aclearing agency, its securities will be placed with a 
qualified entity in accordance with Section 17(f) and 
the rules thereunder. 


(2) Deposit by a custodian or its agents 


Under subparagraph (d)(1) of the Rule, and subject to 
three conditions, a qualified custodian may deposit 
investment company securities in a securities 
depository of which it is a participant. Where it is not a 
participant, it may nevertheless deposit the investment 
company securities through agents which are banks or 
members of national securities exchanges qualified to 
act as investment company custodians. 


First, subparagraph (d)(2) requires the custodian or its 
agents (the participant) to deposit the investment 
company securities in a non-proprietary account which 
includes only assets held for customers. This responds 
to the specific concern of Congress that the 
Commission, in adopting rules under Section 17(f) of 
the Act dealing with the custodianship of investment 
company securities, make appropriate provision with 
respect to such matters as the earmarking, segrega- 
tion, and hypothecation of these securities. The 
purpose of this requirement is to separate, on the 
depository’s records, securities held by the participant 
for its customers from those owned by the participant. 
The effect of subparagraph (d)(2) should thus be to 





3 Compare Section 12 of the model custodian 
agreement. 


1430/SEC DOCKET 


prevent a participant’s creditors from reaching the 
investment company securities as if they were assets . 
of the participant, and similarly to separate on the” 
records of any agent for the custodian securities held 
by the custodian for its customers from those owned 
by the custodian.4 This condition is analogous to the 
requirement in section 4 of the model custodian 
agreement that investment company securities be 
physically segregated from those of any other persons, 
and in Rule 17f-1 as to the custody of these securities 
by a member firm. Such segregation of customers’ 
securities in a non-proprietary account also is 
recognized as appropriate by the uniform operating 
circulars of the Federal Reserve banks on book-entry 
securities.5 


The second condition to the deposit by a custodian of 
investment company securities in subparagraph (d)(3) 
of the Rule is that the custodian shall send the 
investment company a confirmation of any transfer to 
or from the account of the investment company with 
the custodian. Where securities are transferred to that 
account, the custodian shall also, by book-entry or 
other appropriate method, identify as belonging to the 
investment company a quantity of securities, which 
constitute all or are part of a fungible bulk of securities 
either registered in the name of the custodian (or its 
nominee), or shown on the custodian’s account on the 
books of its nominee, agent, or depository. 
Confirmation by a custodian to an investment company 
would furnish objective evidence for the investment 


.company of transactions effected on its behalf. The 


term “confirmation” for this purpose means that notice 
or advice which is prepared by custodians pursuant to 





4 Under the proposed revised U.S.C. §8-317(4) (1977 
draft), the interest of a debtor in a certificated security 
which is in the possession of or registered in the name 
of a financial intermediary or in an uncertificated secu- 
rity registered in the name of a financial intermediary 
may be reached by a creditor by legal process upon the 
financial intermediary on the books of which the 
interest of the debtor appears. A non-proprietary 
account would not appear to be an interest of the 
custodian or any of its agents which could be reached 
by their creditors. 


5 See, e.g., item 3 of Circular 5 of the Federal Reserve 
Bank of San Francisco (the Bank) effective Oct. 31, 
1977, which provides that, at the request and for the 
convenience of the member bank depositor, the Bank 
is prepared to open and maintain, among other things, 
an “Investment Account” that may be opened and used 
for the deposit of book-entry securities that are the 
property of the member bank depositor; and a “General 
Account” that may be opened and used for the deposit 
of book-entry securities held by the member bank 
depositor for account of its customers. 





applicable provisions of the Uniform Commercial Code 
- to evidence transactions for the accounts of their 
customers; it is not intended to require preparation by 
a custodian of a confirmation required of 
broker-dealers under Rule 10b-10 under the Securities 
Exchange Act [43 FR 47495 (to be codified in 17 CFR 
240.10b-10)]. This evidence would be important should 
questions arise as to the ownership of certain 
securities or the accuracy of records relating to deposi- 
tory services. Furthermore, confirmation may be 
necessary to effect transfers of securities which would 
not be reflected on the books of the depository system, 
such as transfers between customers of a custodian 
and (where a custodian is not a participant in the 
depository system but acts through an agent who is) 
transfers between the custodian and its customers and 
between customers of the custodian and customers of 
the agent. 


The third condition to the deposit by a custodian of 
investment company securities in subparagraph (d)(4) 
of the Rule is that the custodian or, if it is depositing 
the investment company’s securities through an agent, 
the agent depositing the securities shall promptly send 
the investment company a copy of reports it receives 
from the depository on the depository’s system of 
internal accounting control. The custodian and any 
such agent also shall send the investment company 
such reports on their own systems of _ internal 
accounting control as the investment company may 
from time to time reasonably request. The purpose of 
these provisions is to provide the investment company 
and its auditors access to information that may be 
necessary for them to evaluate a depository 
arrangement or to verify the investment company’s 
holdings. 





6 Under the proposed revised U.C.C. §8-313(1)(d) (1977 
draft), transfers of a security to a purchaser in these 
circumstances occur when the custodian, which is not 
aclearing corporation, sends a confirmation to the pur- 
chaser and makes an appropriate book entry of the 
purchase. The draft’s explanation of changes contrasts 
this to the proposed revised U.C.C. §8-313(1)(g) (1977 
draft) which requires, when a clearing corporation is 
effecting the transfer, the appropriate book entry on 
the books of a clearing corporation only. It states that 
this difference in documentation results from the fact 
that clearing corporations will normally control only 
securities belonging to their customers while other 
financial intermediaries may themselves be the 
beneficial owners or pledgees of securities not held in 
account for the accounts of their customers. It 
concludes that, in the event of the insolvency of either 
the financial intermediary or the customer, it appears 
desirable in addition to an internal book-entry to have 
some objective evidence to a transfer. 


C. Conditions deleted 
(1) Definitions 


The revised proposed rule had defined certain terms to 
explain or restrict their meaning. In view of its new 
format, Rule 17f-4 adopts as modified a few of these 
definitions, e.g., “book-entry system” and “officer’s 
instruction,” and eliminates the rest. 


(2) Restriction on the number of intermediaries that a 
custodian may use 


Under the revised proposed rule, a custodian would 
have been able to deposit investment company 
securities only if it directly participated in a depository 
or participated indirectly through one intermediary. 
This limitation was designed to minimize problems 
that might arise from the deposit of these securities my 
a custodian through several layers of intermediaries. 

In view of the responsibility now placed in the Rule 
squarely upon an investment company’s directors to 
resolve problems of this kind by appropriate 
contractual arrangements which adopt procedures to 
minimize these potential problems and/or clearly 
allocate legal responsibility, the Rule deletes this 
limitation. 


(3) System designed to prevent unauthorized officer's 
instructions 


Under the revised proposed rule, the system for 
preventing unauthorized officer’s instructions would 
have had to have (a) provided for the form, content, and 
the means for giving, recording and reviewing officer’s 
instructions and (b) been approved by the board of 
directors of the investment company after having been 
examined and reported on by an independent public 
accountant. These requirements were proposed as 
substitutes for the original proposal, which would have 
required hard copy instructions signed by two officers, 
and were proffered in response to public comment that 
the Commission should require only that adequate 





7 An example of the potential complexities that could 
arise from using more than one intermediary is in the 
area of reclamations. Typically, a delivery of securities 
in a clearing agency is final unless reclaimed within a 
certain time by the participant whose account has been 
provisionally debited for the payment. Where the 
custodian is the participant, it can easily ascertain, by 
checking its records, whether an investment company 
has authorized payment of the securities. If there is no 
instruction to pay the amount debited, the custodian 
could readily return the securities and have the 
provisional debit cancelled. On the other hand, where 
the participant is an agent twice or further removed 
from the custodian, there may not be enough time to 
ascertain the authority and make reclamation where the 
transaction has not been authorized. 
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controls, reviewed by independent auditors and 
approved by directors, be established to prevent 
misuse of instructions. Subparagraph (c)(1) of the Rule 
now requires only that the investment company have a 
system reasonably designed to prevent unauthorized 
officer’s instructions which provides, at least, for the 
form, content, and means of giving, recording, and 
reviewing the instructions. The Rule thus deletes the 
requirement that the system be approved separately by 
the board of directors since this particular element of 
directorial oversight now is subsumed within the 
broader requirement in subparagraphs (c)(3) and (d)(5) 
of the Rule that the board of directors approve the 
entire depository arrangement. This approach also 
responds, in part, to public comment that a special 
accountant’s examination and report on the system 
would not be cost-effective in view of the current 
requirement in Form N-1 R8 that an annual review of an 
investment company’s system of internal accounting 
control be conducted by an independent public 
accountant whose opinion must be included in the 
investment company’s annual report. 


(4) Standing or specific officer's instructions 


Under the revised proposed rule, when directed in a 
specific or standing officer’s instruction the depository 
could have made payments from any cash received by 
it (a) to or for the account of an investment company to 
the investment company’s account with its custodian 
or (b) te the depository for fees or penalties or for 
deliveries not reclaimed by the investment company. 
The depository could have made other cash payments 
to or for an investment company’s account with it—or 
transfer, exchange, or deliver an investment company’s 
securities—only under a specific officer’s instruction. 
These restrictions were proposed to prevent loss of 
investment company securities and cash through 
unauthorized transactions. The rule eliminates these 
restrictions because a system approved by an 
investment company’s board of directors pursuant to 
subparagraph (c)(1) of the Rule which is reasonably 
designed to prevent unauthorized officer’s instruction 
should provide the necessary protections. 


(5) Valued deliveries 


Under the revised proposed rule, when an investment 
company sold a security the depository could have 
delivered it only upon payment or the depository’s 
guarantee of payment, except where the depository 
delivered it to the custodian of the investment 
company for the account of the investment company. 
Conversely, when an investment company bought a 
security, the depository could have debited the invest- 
ment company (or the participant for the account of the 
investment company) for the payment only upon 
delivery of the security or the depository’s guarantee of 





8 4 FED. SEC. L. REP. (CCH) 951,968. 
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delivery. Adapted from the model custodian 
agreement, these provisions were proposed to protect 
an investment company from defaults of the other © 
party to the transaction or of his agent. 


Arguing that the risk of loss to investment companies 
from defaults in securities depositories is very limited, 
the commentators made three points about this 
condition in revised proposed Rule 17f-4: 


(a) A participant in a typical depository system may 
not order a security delivered unless it has the security 
in its account nor may its account be debited for 
payment without delivery of the security thereto. 


(b) Transactions may be reversed because of nonpay- 
ment in certain cases, such as when the receiver has 
not yet himself delivered the security to another. 


(c) When delivery cannot be reversed in a clearing 
agency which acts as a securities depository, 
participants customarily have recourse to the clearing 
or participants fund. 


In light of these comments and for the following policy 
reason, these conditions respecting valued deliveries 
have been eliminated from the Rule. Although the 
Commission has adequate rulemaking authority in 
Section 17(f) to impose all conditions necessary or 
appropriate for the protection of investors in 
connection with the use by investment companies of 
depository systems, insofar as the Commission has 
jurisdiction over clearing agencies it appears more 
desirable that any consideration of these issues be 
made with respect to the widest spectrum of 
participants in the broader context of the adoption of 
final registration standards under the Securities 
Exchange Act for clearing agencies including those 
which act as securities depositories. 


(6) Lost or stolen certificated securities 


Under the revised proposed rule, clearing agencies 
would have been required to take all appropriate and 
necessary steps to obtain replacement of certificated 
securities that had been lost, apparently destroyed, or 
wrongfully taken. Without the stock certificate, for 
example, a stockholder cannot readily transfer his 
stock and might even lose his interest in it. The rule 
eliminates this provision because the problem it 
addresses is not peculiar to investment companies. It 
appears more appropriate that any consideration of 
this issue be made with respect to the widest spectrum 
of participants in the broader context of the adoption of 
final registration standards under the Securities 
Exchange Act for clearing agencies including those 
which act as securities depositories. 


(7) Voting and proxy mechanism 





The revised proposed rule would have required a 
mechanism to be provided for the exercise by an 
investment company of the right to vote its securities 
deposited in clearing agencies and for the 
transmission to it of all notices, proxies and proxy 
soliciting material, and other written communications 
of the issuer to its shareholders. It was proposed to 
preserve the rights of investment companies to vote 
and promptly to receive all shareholder materials.2 The 
Rule eliminates this requirement since: 


(1) Clearing agencies customarily assign to the 
participant the voting right in a security held for a 
participant. Participants which have deposited the 
securities for the account of their customers, in turn, 
typically provide these customers with an ‘ ome 
to instruct them how to vote the securities. ! 


(2) Securities Exchange Act Rule 14a-3(d) [42 FR 
35953 (to be codified in 17 CFR 240.14a-3(d))] and note 
1 thereto already provide an adequate mechanism for 
the transmission of shareholders materials to 
beneficial owners of securities deposited in clearing 
agencies. 


(8) Inspection of records 


Under the revised proposed rule, the records of the 
custodian or intermediary relating to depository 
services rendered to an investment company would 
have been open to inspection by representatives of the 
Commission during the regular business hours of the 


custodian or intermediary. This was proposed 


specifically to make available to Commission 
inspection all the interlinking parts so a depository 
arrangement used by an investment company. The 
Rule drops this provision because, under Section 17(b) 
of the Securities Exchange Act [15 U.S.C. 78g(b)], the 
subject to this examination. With respect to bank 
custodians, no need for these examinations by the 
Commission typically would arise in custodianships 
which follow the model custodian agreement since, 
under section 11 of the model custodian agreement, the 
books and records of the custodian pertaining to its 
action under the agreement are open to inspection and 
audit at reasonable times by officers of and auditors 





2 Compare with Section 8 of model custodian 
agreement. 


10 Sec. 8, model custodian agreement; Art. III, Sec. 1, 
NASD Rules of Fair Practice, as interpreted by the 
NASD board of governors, NASD Manual, pp. 
2032-2039; Rules 450 and 452, of the New York Stock 
Exchange, 2 New York Stock Exchange Guide (CCH) 
912450 and 2452; Sec. 16, Rules 575 and 577 of the 
American Stock Exchange, 2 American Stock 
Exchange Guide (CCH) 999527 and 9529. 


* furnishings by custodians of 


employed by the investment company. However, 
pursuant to Rule 31a-3 [17 CFR 270.31a-3] bank 
custodian and other types of agents maintaining 
records for an investment company must agree in 
writing to make available on request such records, and 
it has been the experience of the Commission in its 
investment company inspection program that bank 
custodians have generally responded promptly and 
fully to visitations by the Commission’s staff. Further, 
the provisions of subparagraphs (d)(4) (respecting the 
internal accounting 
control reports) and (d)(5) (respecting directorial 
approval of custodian arrangements) should provide 
investment company shareholders sufficient safe- 
guards. 


(9) Liability for losses or damages 


Under the revised proposed rule, a depository arrange- 
ment would have provided that (1) the custodian would 
be liable to the investment company for losses or 
damages resulting from any negligence or misconduct 
of the custodian or its employees or agents relating to 
the use of the depository or its failure to enforce 
effectively such rights as it may have against the inter- 
mediary, and (2) the custodian would have a right of 
subrogation against the intermediary where the losses 
or damages resulted from the negligence or 
misconduct of the intermediary or its employees or 
agents or its failure to enforce effectively such rights 
as it may have against the depository. 


This provision was proposed to protect investment 
companies by requiring that these rights and duties be 
provided by agreement in a situation in which there 
was any question as to whether they might not be 
provided at common law or by existing agreements. 
The rule eliminates this requirement because: 


(1) It does not appear that, exclusively in Section 17(f) 
of the Act, Congress is concerned about the standard 
of liability of custodians. 


(2) The Commission believes that, if the Rule is silent 
on the question, the scope of duties of care and 
standards for imposing civil liability should be 
determined by a court on principles of applicable 
law—viz. common law, relevant provisions of state 
statutory law and the Uniform Commercial Code—un- 
less the parties agree to specify duties of care and 
standards of liability. 


(3) On this matter, there appears to be no conflict of 
interests between an investment company and its 
directors or officers. Thus it can be expected that the 
board of directors, in exercising their business 
judgment in considering depository arrangements, 
would focus closely on legal responsibility for losses 
or damages to the investment company related to use 
of the depository system from the negligence or 
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misconduct of any person acting for the investment 
company in connection with its use of the depository 
system. 


D. Monitoring of the rule 


The Commission has instructed its Division of 
investment Management (Division) to monitor carefully 
developments under this Rule. In framing its final 
responses to the issues raised by the proposed and 
revised proposed rules and the comments received 
thereon, the Division and the Commission both have 
placed great emphasis on the representations of com- 
mentators that, especially in these circumstances, 
investment company boards of directors could and 
should properly resolve many of the issues through 
appropriate business arrangements. In coordinating, 
supervising, and executing the Commission’s 
compliance and enforcement program respecting 
investment companies, the Division and the 
Commission’s Regional Offices will be especially alert 
to the securities depository arrangements actually 
used by individual investment companies and the 
investment company industry generally. Because 
sound securities depository arrangements are of 
central importance to safeguarding the interests of 
investment company shareholders, the Divison is 
expected to report periodically to the Commission with 
its evaluation of the current status of securities deposi- 
tory arrangements from the standpoint of the need to 
provide, by rule amendment or otherwise, greater 
guidance or assistance by the Commission. 


E. Effective date considerations and transitional 
period 


The effective date of the Rule is December 31, 1978. 
This would enable investment companies to hold 
book-entry Treasury bills beginning December 31, 
1978, when the authority of Reserve banks to issue 
definitive Treasury bills to entities required by law to 
hold securities in definitive form will terminate 
pursuant to the regulations governing book-entry 
Treasury bills in 31 CFR 350.17. For those investment 
companies which have already arranged for the deposit 
of their Treasury securities in the book-entry system, 
the early effective date will remove the uncertainty of 
whether or under what conditions the Commission 
would designate the book-entry system as a permitted 
depository. It will also enable their custodians to 
deposit these securities under fewer conditions than 
were imposed in no-action letters previously issued by 
the Division. 





11 See 6.9: : 
(1) State Street Bank and Trust Co. (August 
19, 1976), [1976-1977 Transfer Binder] FED. 
SEC. L. REP. (CCH) 4 80, 848. 
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Similarly, the early effective date will quickly remove 
any uncertainty as to the conditions under which the 
Commission will permit the deposit of investment 
company securities in clearing agencies which act as 
securities depositories. As of May 1978, 37 investment 
companies were known to have securities deposited in 
The Depository Trust Company (DTC), 12 the largest of 
the clearing agencies which act as securities 
depositories. The deposits, except for one investment 
company, 'Y were made on the basis of the May 22, 
1975 letter of the Division to DTC.14 


ll. TEXT OF THE RULE 


Accordingly, 17 CFR Part 270 is amended by adding: 


§270.17f-4 Deposits of securities in securities 
depositories. 


For the purpose of this rule, a “securities depository” 
is a system for the central handling of securities where 
all securities of any particular class or series of any 
issuer deposited within the system are treated as 
fungible and may be transferred or pledged by 





(2) Provident National Bank (October 26, 
1977). 


(3) Citibank, N.A. (February 10, 1978). 


(4) Minnesota Mutual Variable Fund D [The 
First National Bank of St. Paul, Minnesota] 
(February 24, 1978). 


(5) Haris Trust and Savings Bank (August 
18, 1978). 


(6) Capital Preservation Fund, Inc. [The 
Bank of California, N.A. ] (September 6, 
1978). 


12 The Depository Trust Company Newsletter, May 
1978, at 9. 


13 State Street deposited securities owned by 
Massachusetts Financial Development Fund (MFS) in 
DTC in May 1972, when DTC was known as Central 
Certificate Service. The deposit was a cooperative pilot 
project between State Street and MFS. /d. at 8. 


14 Letter to the Depository Trust Company, [1975-1976 
Transfer Binder] FED. SEC. L. REP. (CCH) 4 80,357, 
which stated that (1) the absence of specific 
Commission rules or the subject did not in and of 
itself preclude investment companies from then 
participating in a securities depository, and (2) an 
investment company participating in a depository 
would be required to conform to such rules as the 
Commission may adopt in the future. 


\ 





bookkeeping entry without physical delivery of the 
securities. 


(b) A registered management investment company 
(investment company) or any qualified custodian may 
deposit all or any part of the securities owned by the 
investment company in a (1) clearing agency registered 
with the Commission under Section 17A of the 
Securities Exchange Act of 1934 (clearing agency), 
which acts as a securities depository, or (2) the book- 
entry system as provided in Subpart O of Treasury 
Circular No. 300, 31 CFR 306, Subpart B of 31 CFR Part 
350, and the book-entry regulations of federal agencies 
substantially in the form of Subpart O, in accordance 
with the following paragraphs of this rule. 


(c) An investment company may deposit the securities 
in a clearing agency which acts as a securities deposi- 
tory under an arrangement that contains the following 
elements: 


(1) The investment company has a system that is 
reasonably designed to prevent unauthorized officer’s 
instructions and which provides, at least, for the form, 
content, and means of giving, recording, and reviewing 
the instructions. An “officer’s instruction” is a request 
or direction to a clearing agency in the name of the 
investment company by one or more persons author- 
ized by its board of directors to give it. 


(2) Upon ceasing to act for an investment company, 


and subject to its own rules on contributions to a 
participants fund, the clearing agency shall deliver all 
securities held for the investment company to a 
successor clearing agency, custodian, or safekeeper 
under Rule 17f-2 [17 CFR 270.17f-2], to be named by 
the investment company. Where the investment 
company has not named one, the clearing agency shall 
deliver the investment company securities to a bank 
having the qualifications prescribed in section 26(a)(1) 
of the Act for the trustees of unit investment trusts, to 
be held by the bank as custodian for the investment 
company under terms customary to a custodian agree- 
ment between banks and investment companies. 


(3) The investment company, by resolution of its board 
of directors, approved the arrangement, and it is 
reviewed at least annually. 


(d) The custodian may deposit the securities in a clear- 
ing agency which acts as securities depository or the 
book-entry system, or both, under an arrangement that 
contains the following elements: 


(1) The custodian may deposit the securities directly or 
through one or more agents which are also qualified to 
act as custodians for investment companies. 


(2) The custodian (or its agent) shall deposit the 
securities in an account that includes only assets held 
by it for customers. 


(3) The custodian shall send the investment company a 
confirmation of any transfers to or from the account of 
the investment company. Where securities are trans- 
ferred to that account, the custodian shall also, by 
book-entry or otherwise, identify as belonging to the 
investment company a quantity of securities in a fungi- 
ble bulk of securities (i) registered in the name of the 
custodian (or its nominee) or (ii) shown on the custo- 
dian’s account on the books of the clearing agency, the 
book-entry system, or the custodian’s agent. For this 
purpose, the term “confirmation” means advice or 
notice of a transaction; it is not intended to require 
preparation by a custodian of the confirmation required 
of broker-dealers under the Securities Exchange Act of 
1934. 


(4) The custodian, or its agent which deposits the 
securities, shall promptly send to the investment com- 
pany reports it receives from the appropriate Federal 
Reserve Bank or clearing agency on its respective 
system of internal accounting control. The custodian 
and all agents through which the securities are 
deposited shall send to the investment company such 
reports on their own systems of internal accounting 
control as the investment company may reasonably 
request from time to time. 


(5) The investment company, by resolution of its board 
of directors, approved the arrangement, and it is 
reviewed at least annually. 


IV. AUTHORITY 


The Commission is adopting the Rule under its author- 
ity in Sections 17(f) and 38(a) of the Act [15 U.S.C. 
80a-17(f) and 37(a)]. It finds that any changes in the 
Rule from the proposal published in Investment 
Company Act Release No. 10053 have already been 
generally subject to comment and pertain to matters of 
form or are less burdensome than those proposed. In 
addition, any further notice would delay the effective 
date of the Rule and possibly cause some investment 
companies to refrain from investing in U.S. Treasury 
bills on or after December 31, 1978, when the authority 
of Reserve banks to issue definitive Treasury bills to 
entities which are required by law to hold or pledge 
securities in definitive form will terminate. Further 
notice and rulemaking procedures under the Admini- 
Strative Procedure Act [5 U.S.C. 553] are therefore, 
impractical, unnecessary, and contrary to the public 
interest. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 642/October 25, 1978 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Invest- 
ment Advisors Act of 1940 against Economic Plans, 
Inc., a registered investment adviser, located in Cleve- 
land, Ohio, and Norman L. Zimmerman, Cleveland, 
Ohio, president and director of Economic Plans, Inc. 


The proceedings are based upon ailegations that 
Economic Plans, Inc. and Zimmerman have violated 
the anti-fraud, bookkeeping and contractual provisions 
of the Investment Advisers Act of 1940. The order 
alleges that the respondents circulated testimonials, 
published and distributed advertisements containing 
misleading statements, periormed advisory contracts 
which provided for compensation on the basis of 
capital appreciation of the funds of clients, and failed 
to maintain required books and records. 


A hearing will be scheduled by further order to take 
evidence on the allegations and to afford the respon- 
dents an opportunity to offer any defenses thereto, for 
the purpose of determining whether the allegations are 
true and, if so, whether any action of remedial nature 
should be ordered by the Commission. 








LITIGATION 
Litigation Release No. 8571/October 23, 1978 





SEC v. BETHMANN BANK, et al. 
(D.C. District of Columbia) 


Civil Action No., 77-0872 


The SEC announced the entry of a Stipulation, Under- 
taking and Final Order (“Final Order’) by U.S. District 
Judge Thomas A. Flannery of the U.S. District Court 
for the District of Columbia requiring Francisco Valles 
(“Valles”), a registered representative with the Frank- 
furt, West Germany office of Dean Witter Reynolds 
GmbH, among the other things, to file with the SEC 
and deliver to General Semiconductor Industries, Inc. 
(“GSI”), an Amendment to his statement on Schedule 
13D which was filed on June 2, 1978, pursuant to 
Section 13(d) of the Securities Exchange Act of 1934 
(the “Exchange Act”), and the rules and regulations 
thereunder, with respect to the acquisitions, holdings 
and dispositions of GSI common stock by Valles and 
others. Valles has now filed such Amendment with the 
Commission. 


Valles also undertakes, among other things, in the 
Final Order to comply with Section 13(d) of the 
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Exchange Act and ihe rules and regulations there- 
under. The entry of the Final Order, in which Valles 
neither admitted nor denied the SEC’s allegations, 
terminates the SEC’s action against Valles. Under the 
terms of the Final Order, Judge Flannery vacated a 
Default and Default Judgment of Permanent Injunction 
previously entered against Valles in this action. (For 
further information, see Litigation Release Nos. 7933, 
May 23, 1976 and No. 8254, January 16, 1978). 





Litigation Release No. 8572/October 23, 1978 


SEC v. CORONA CAPITAL CORPORATION, et al. 
(USDC UTAH( (C-78-0314) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that on September 18 and 21, 
1978, respectively, the Honorable Aldon J. Anderson, 
U.S. District Judge for the Central Division of Utah, 
signed final judgments of permanent injunction 
enjoining Randolph E. Fife and Donald H. Sedgwick 
from violating the registration and antifraud provisions 
of the federal securities laws in connection with the 
offer and sale of limited partnership interests in Mt. 
Pleasant Dairy, Ltd., Mt. Pleasant Dairy #2, Ltd., E.B.S. 
Dairy, Ltd., E.B.S. Dairy #3, Ltd., B.J.B. Dairy, Ltd., 
S.T. Dairy, Ltd., S.T. Dairy #2, Ltd., Mt. Timpanogos 
Leasing, Dairy Stock Company, Ltd., and Mountain 
Valley Farms, Ltd., or any other securities of any other 
issuer. 


In addition, Fife and Sedgwick were enjoined from 
violating the registration requirements of the federal 
securities laws in connection with the offer and sale of 
limited partnership interests in Intermountain Farms, 
Ltd., Holstein Dairy, Ltd., Ontario Capital Company, 
River Bottom Equipment Leasing Company, Ltd., Nez 
Perce Farms, Ltd., and Cache Valley Meadow Dairy 
Ltd., or any other securities of any other issuers; and 
from violating the antifraud provisions of the federal 
securities laws in connection with the offer and sale of 
limited partnership interests in Avon Dairy, Ltd., 
Sandarosa Dairy, Ltd., Loveland Dairy, Ltd., Spring 
Lake Dairy, Ltd., Clear Lake Dairy, Ltd., Diamond 
Valley Dairy, Ltd., Ephraim Dairy, Ltd., Holden Dairy, 
Ltd., High Valley Dairy, _td., Brigham Dairy, Ltd., 
Wasatch Dairy, Ltd., Alpine Dairy, Ltd., Keg Mountain 
Dairy, Ltd., Great Basin Holstein Company Partner- 
ships 1-6, Ltd., or any other securities of any other 
issuer. 


The defendants consented to the entry of the judg- 
ment’s without admitting or denying the allegations in 
the Commission’s complaint. 








Litigation Release No. 8573/October 23, 1978 


U.S. v. ROBERT LEE PRESTON, et al., (D. UTAH) 
(CR-78-88) 


Ronald Rencher, United States Attorney for the District 
of Utah, Jack N. Egnor, Special Agent in Charge of the 
Salt Lake Office of the Federal Bureau of Investigation, 
and Robert H. Davenport, Regional Administrator of 
the Denver Regional Office of the Securities and 
Exchange Commission, announced that on October 12, 
1978, a federal jury in Salt Lake City, Utah, returned 
guilty verdicts against Robert Lee Preston, Robert 
Mathias Bromley and Stanley Burr Meaker on all 
fourteen counts of an indictment charging them with 
violations of the mail fraud statute in connection with 
the silver sales operation of Constitution Mint, Inc. 


In arelated civil action filed on November 11, 1974, the 
Commission is presently seeking to enjoin Preston, 
Meaker and others from violating the registration and 
antifraud provisions of the securities laws in connec- 
tion with the offer and sale of securities of Constitution 
Mint, Inc. and Siiver Bullion Exchange, Inc. in the form 
of silver sales agreements. 





Litigation Release No. 8574/October 23, 1978 


SECURITIES AND EXCHANGE COMMISSION v. 
ASTRO PRODUCTS OF KANSAS, INC. et al. 
(Dist./Kans./Wichita Div.) (CA No. 76-359-C6) 


Michael J. Stewart, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission, announced that on October 10, 1978, 
Federal Judge Frank G. Theis, Chief Judge for the 
District of Kansas, entered an Order of Dismissal and 
accepted a Stipulation and Undertaking submitted by 
the defendants pertaining to Centerline Tool Company, 
Inc. (Centerline), Ray Lipper, its president, Sims 
Welding Supply Co., Inc. (Sims Welding), and its 
president, M. Kelley Sims, all of Los Angeles, Cali- 
fornia. In his order, Judge Theis directed Centerline 
and Sims Welding to pay $5,000 and $6,140.80, respec- 
tively, to the Court to be held for the benefit of the 
holders of the City of Haysville, Kansas, Industrial 
Revenue Bonds, Series September 1, 1973, requiring 
Centerline, Lipper, Sims Welding, and Sims to comply 
with certain undertakings pertaining to future sales of 
equipment to issuers of securities, and dismissing 
with prejudice the Commission’s action against these 
defendants. 


For further information, see Litigation Releases Nos. 
7557, 7774, and 7824. 





Litigation Release No. 8575/October 23, 1978 


SEC v. THE LTV CORPORATION, et al. 
(N.D. Tex.) (Civil Action File No. 3-78-1269-C) 


Michael J. Stewart, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission (Commission) announced that on 
October 16, 1978, Federal District Judge William M. 
Taylor, Chief Judge of the Northern District of Texas at 
Dallas, entered Final Judgments permanently 
enjoining The LTV Corporation (LTV), with its principal 
executive offices in Dallas, Texas, the Jones & 
Laughlin Steel Corporation (J&L), with its principal 
executive offices in Pittsburgh, Pennsylvania, and 
James J. Paulos of Dallas, from the future violations of 
the antifraud and reporting provisions of the federal 
securities law. LTV is the 87th largest publicly-held 
corporation and J&L, its wholly-owned subsidiary, is 
the seventh largest steel company in the United States. 
Paulos is Senior Vice President and Chief Financial 
Officer of LTV, and previously served as Vice President 
and Treasurer of J&L. Judge Taylor entered these Final 
Judgments contemporaneously with the Commission’s 
filing its Complaint against these defendants. Each of 
the defendants consented to the entry of a Final Judg- 
ment without admitting or denying the aliegations in 
the Commission’s Complaint. 


In its Complaint the Commission alleged that LTV and 
J&L used false and misleading financial statements in 
various filings and periodic reports by overstating their 
income and retained earnings in material amounts for 
the year of 1975 and 1976. The Complaint alleged that 
this overstatement arose because J&L misapplied 
certain last-in, first-out (LIFO) inventory valuation 
accounting procedures. This alleged LIFO misapplica- 
tion in 1975 and 1976 caused an overstatement in 
J&L’s inventory and, therefore, a corresponding over- 
statement of both J&L and LTV’s income for these 
years as well as causing cumulative overstatement of 
retained earnings for both companies in 1978. With 
respect to Paulos, the Commission alleged that he 
failed to institute necessary internal accounting 
control procedures to stop the alleged LIFO misappli- 
cation and prevent future LIFO misapplications. 


The Final Judgment entered by Judge Taylor against 
LTV and J&L provided for equitable relief beyond the 
issuance of a permanent injunction enjoining them 
from employing improper LIFO accounting procedures 
in the future. Specifically, the Final Judgment required 
the LTV Audit Committee (Audit Committee), to appoint 
a Special Officer, acceptable to the Commission, who 
will retain an independent certified public accountant. 
The Special Officer, assisted by the public accountant, 
will conduct an investigation and submit a report, 
among other things, concerning (a) the acts alleged in 
the Complaint and LTV and J&L’s restatement of 
earnings, (b) the adequacy of LTV’s internal control pro- 
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cedures, (c) any action to be taken in the event that any 
individual is found to have engaged in any material mis- 
conduct, and (d) the adequacy of the Audit Committee’s 
powers and procedures for evaluation of internal and 
independent auditor’s performance of their duties. 


Summaries of the Special Officer’s report to the Audit 
Committee, together with a report from the Audit 
Commitiee to the LTV Board of Directors based upon 
the Special Officer’s report, will be filed with the Court 
as a part of the record and with the Commission on 
Form 8-K. Finally, the Final Judgment, among other 
things, requires for a five-year period LTV’s Director of 
Internal Audit under the supervision of a senior LTV 
official to file an annual report to the Audit Committee. 
This report will include information concerning the 
manpower and resources that had been assigned to the 
internal audit function as well as any evidence, if any, 
of material misconduct relating to the preparation of 
financial statements and the accuracy of the books and 
records of LTV and J&L. After receiving this report, 
the Audit Committee must provide this report to the 
Board and report annually to the Board concerning the 
adequacy of the manpower and resources that have 
been assigned to the internal audit staff. 





Litigation Release No. 8576/October 23, 1978 


SECURITIES AND EXCHANGE COMMISSION v. FIRST 
LIBERTY CORPORATION, et al. 
(M.D. Fla., Civil Action No. 77-623-CIV-TH) 


Jule B. Greene, Regional Administrator, Atlanta 
regional Office, and William Nortman, Associate 
Regional Administrator, Miami Branch Office of the 
Securities and Exchange Commission, announced that 
Richard Lawrence, the last remaining defendant in this 
action, consented to the entry of a Final Judgment of 
Permanent Injunction, without admitting or denying 
the allegations in the Commission’s complaint. 


The Commission’s complaint, filed on August 17, 
1977, alleged that the defendant Lawrence violated the 
registration, periodic reporting, and anti-fraud provi- 
sions of the federal securities laws in connection with 
the offer for sale, and sale, of First Liberty Corporation 
securities. 


On September 13, 1978, the Honorable Paui Game, Jr., 
United States Magistrate for the Middle District of 
Florida, conducted a hearing as to objections with 
regard to the distribution of the assets of First Liberty 
Corporation, which are presently in excess of $1 
milion. The Magistrate is expected to file his report 
with the court within thirty days following the hearing. 


The plan was submitted pursuant to the equitable relief 
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obtained by the Commission to require the defendant 
First Liberty Corporation to disburse the proceeds it 
had received in connection with a public offering of its 
units, which formed, in part, the subject matter of this 
action. 


For further details see Litigation Release Nos. 8088 
(August 24, 1977) and 8268 (January 23, 1978). 








SECURITIES INVESTOR PROTECTION ACT 
OF 1970 





SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 78/October 20, 1978 


In the Matter of 


SECURITIES INVESTOR PROTECTION CORPORATION 
900 17th Street, N.W. 
Washington, D.C. 20006 


(SIPC-78-1 and SIPC-78-2) 
ORDER APPROVING PROPOSED RULE CHANGE 


On June 23, 1978, the Securities Investor Protection 
Corporation (“SIPC”) filed with the Commission, 
pursuant to Section 3(e)(2) of the Securities Investor 
Protection Act of 1970, as amended (the “Act”), copies 
of proposed rule changes. Inasmuch as these are the 
first proposed rule changes adopted by SIPC under the 
Act, the public should note that upon approval by the 
Commission, and in accordance with Section 3(e)(2) of 
the Act, the proposed rule changes shall be given the 
force and effect as if promulgated by the Commission. 


SIPC-78-1 sets forth rules for determining which 
accounts maintained by a customer with a member of 
SIPC will be deemed separate customer accounts for 
purposes of SIPC protection. SIPC-78-2 provides the 
standards under which a securities account that is 
carried on a fully disclosed basis by a SIPC member 
will be extended SIPC protection separate from that 
which is provided an account maintained directly by 
that member for the same customer. 


Notice of each proposed rule change together with its 
terms of substance was given by the Commission on 
July 10, 1978, in Commission Release Nos. SIPC-70 
and SIPC-71, respectively, which appeared in the 
Federal Register on July 18, 1978 (43 FR 30953). The 
public was invited to comment on each submission, 
but no comment letters were received. 


While all accounts held by a customer in the same 
Capacity are together subject to a maximum of 





$100,000 of protection from SIPC advances, the Act 
provides that each account maintained by a customer 
in a separate capacity is eligible for that maximum limit 
of protection. The purpose of the proposed rules is to 
establish for purposes of SIPC protection the various 
separate capacities in which a customer may hold 
accounts. After examining SIPC-78-1 and SIPC-78-2, 
the Commission believes that the proposed rules 
appropriately distinguish and classify the various 
capacities in which a customer may maintain accounts 
and provide customers with the protection intended by 
Congress. 


The Commission finds that the proposed rule changes 
are consistent with the requirements of the Act and are 
in the public interest. 


IT IS THEREFORE ORDERED, pursuant to Section 
3(e)(2) of the Act, that the above-mentioned proposed 
rule changes be, and hereby are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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STAFF. ACCOUNTING BULLETIN 
No. 24/October 24, 1978 


Staff Accounting Bulletin No. 24 
AGENCY: Securities and Exchange Commission 
ACTION: Publication of Staff Accounting Bulletin. 


SUMMARY: This interpretation describes a factual 
situation which, in the view of the staff, rebuts the 
presumption that a company whose former common 
shareholders either retain or receive the larger portion 
of the voting rights in a combined corporation should 
be treated as the acquirer in a purchase transaction. 


DATE: October 24, 1978. 


FOR FURTHER INFORMATION CONTACT: Steven J. 
Golub, Office of the Chief Accountant, Securities and 
Exchange Commission, Washington, D.C. 20549 
(202-472-3782). 


SUPPLEMENTARY INFORMATION: The statements in 
Staff Accounting Bulletins are not rules or interpreta- 
tions of the Commission nor are they published as 
bearing the Commission’s official approval; they repre- 
sent interpretations and practices followed by the 
Division of Corporation Finance and the Office of the 


Chief Accountant in administering the disclosure 
requirements of the Federal securities laws. 


George A.Fitzsimmons 
Secretary 





STAFF ACCOUNTING BULLENTIN NO. 24 


The following interpretation describes a factual situa- 
tion which, in the view of the staff, rebuts the 
presumption that a company whose former common 
shareholders either retain or receive the larger portion 
of the voting rights in a combined corporation should 
be treated as the acquirer in a purchase transaction. 


The staff hereby adds topic 2. A. 2. regarding the deter- 
mination of the acquiring corporation in a purchase 
transaction. 


TOPIC 2: BUSINESS COMBINATIONS 


* * * * * 


A. Purchase Method 


” * * * * 


2. Determination of the Acquiring Corporation. 


Facts: 


Companies X and Y reach an agreement in principle to 
merge under which the former common shareholders 
of Company X are to receive common stock represent- 
ing 55% of the outstanding voting stock in the com- 
bined corporation and the former common share- 
holders of Company Y are to receive both common and 
preferred stock representing 45% of the outstanding 
voting stock in the combined corporation. The 
Chairman of the Board and Chief Executive Officer and 
the Chief Operating Officer of the combined corpora- 
tion would be the individuals currently holding these 
positions in Company Y. Substantially all the proposed 
directors of the combined corporation are directors of 
Company Y. (The Board of Directors of Company Y 
consists principally of nonmanagement directors 
whereas the Board of Directors of Company X consists 
principally of management directors.) The Chairman of 
the Executive Committee of the combined corporation 
would be the current Chairman of the Board and Chief 
Executive Officer of Company X. That individual and 
his family would hold approximately 18% of the 
outstanding voting stock of the combined corporation; 
8% % would be held in a trust, and, with respect to the 
other 912% of the shares, he has agreed “not to solicit 
proxies or to participate in an election contest.” (No 
other shareholder of the combined corporation would 
hold 5% or more of the outstanding common stock.) 
The assets, revenues, net earnings and current market 
value of Company Y significantly exceed those of 
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Company X. In addition, the market value of the securi- 
ties to be received by the former common shareholders 
of Company Y significantly exceeds the market value of 
the securities to be received by the former common 
shareholders of Company X. Companies X and Y 
propose to account for this business combination as a 
purchase by Company X of Company Y because the 
former shareholders of Company X will hold a 
controlling interest (55%) in the outstanding voting 
stock of the combined corporation. 


Question: 


Given the above facts, is there other evidence 
indicating that Company Y is the acquirer in this 
business combination which rebuts the presumption 
that Company X is the acquirer since its former 
common shareholders will receive the larger portion of 
the voting rights of the combined corporation? 


Interpretive Response: 


Paragraph 70 of Accounting Principles Board Opinion 
No. 16 states: 


The Board concludes that presumptive evidence of 
the acquiring corporation in combinations effected 
by an exchange of stock is obtained by identifying 
the former common stockholder interests of a com- 
bining company which either retain or receive the 
larger portion of the voting rights in the combined 
corporation. That corporation should be treated as 
the acquirer unless other evidence clearly indicates 
that another corporation is the acquirer. 


MI 48106 


Companies X and Y took the position that because the 
former common shareholders of Company X will 
receive 55% of the outstanding voting stock of the 
combined corporation, it is the acquiring corporation 
and the other circumstances of the business combina- 
tion do not rebut that evidence. 


The staff took the position that Company Y is the 
acquiring corporation because the other circumstances 
of this business combination rebut the normal 
presumption that Company X is the acquirer (i.e., that 
company is the acquirer whose former common share- 
holders receive the larger portion of the voting stock of 
the combined corporation.) The facts that: (i) there 
would be restrictions on the ability of the former 
Chairman of the Board of Company X to solicit proxies 
or to participate in an election contest; (ii) top manage- 
ment and the Board of Directors of the combined 
corporation would be substantially individuals current- 
ly holding such positions in Company Y; (iii) the assets 
revenues, net earnings and current market value of 
Company Y significantly exceed those of Company X; 
and (iv) the market value of the securities to be received 
by the former common stockholders of Company Y 
significantly exceeds the market value of the securities 
to be received by the former common shareholders of 
Company X, all taken together, provide sufficient other 
evidence to indicate that Company Y is the acquirer 
and that these factors outweigh the fact that the former 
common shareholders of Company >. received the 
larger portion of the voting rights of the combined 
corporation. 
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